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EXECUTIVE SUMMARY 

On July 9, 2012, Global Water, LLC (“Global Water’’ or “Company”) filed 
general rate applications for Valencia Water Company - Town Division 
(“VWCT’), Global Water - Palo Verde Utilities Company (“Palo Verde”), 
Water Utility of Northern Scottsdale (“WUNS”), Water Utility of Greater 
Tonopah (“WUGT’), Valencia Water Company - Greater Buckeye Division 
(“VWCGB”), Global Water - Santa Cruz Water Company, (“Santa Cruz”), 
and Willow Valley Water Company (“Willow Valley”) for the establishment 
of just and reasonable rates using a test year ending December 31, 201 1. 
WUGT and VWCGB are classified as Class C utilities; WUNS is classified 
as a Class D utility while the remaining four locations are classified as 
Class A utilities. 

On July 12, 2012 a Motion to Consolidate was filed by the Company and 
on November 20,2012, the motion was granted under Docket No. 
W-1212A-12-0309 ET AL. 

The Company’s water utilities included in the application(s) serve 
approximately 23,900 customers while the wastewater utility (“Palo 
Verde”) serves approximately 15,800 customers. In addition to requesting 
an adjustment in rates the Company is also requesting new and revised 
tariffs, license fee adjustment mechanisms for CAGRD and the City of 
Maricopa, approving a Distribution System Improvement Charge (DSIC) 
for it water systems and a Collection System Improvement Charge (CSIC) 
for its wastewater system. Finally the Company is requesting 
consolidation of the rates for (“WUGT”), (“VWCT’J), and (‘VWCGB’’). 

Global Water’s Application requests and RUCO’s proposed gross revenue 
increases are as follows: 

Company Requested RUCO Proposed 

System Increase Percent Increase Percent 
Palo Verde $3,662,560 27.9% $1,337,539 10.20% 

Santa Cruz $2,726,367 26.1% $1,454,179 13.90% 

W C T  $823,424 16.7% $176,472 3.58% 

WUGT $677,458 326.6% $32,753 7.31 % 

Willow Valley $507,537 72.2% $396,281 56.40% 

W C G  $36,422 7.7% ($12,406) -0.03% 

WUNS $2,844 1.9% ($17,196) -11.66% 
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Global Water’s Application requests and RUCO’s proposed rate base and 
rate of return on the fair value rate base (FVRB) are as follows: 

OCRB / FVRB RATE OF RETURN 
Svstem Companv RUCO Company RUCO 

Palo Verde $60,166,756 $52,8 1 3,708 8.81 % 7.39% 

Santa Cruz $38,014,243 $33,994,203 8.79% 7.46% 

WVCT $2,323,476 $1,650,906 10.27% 7.91 % 

WUGT $2,206,816 ($1,437,481) 10.72% 8.19% 

Willow 
Valley $2,359,39 1 $2,278,955 10.60% 8.03% 

WVCGB $634,978 $634,979 11.18% 8.39% 

WUNS ($181,978) ($181,978) 14.44% 8.50% 

RUCO’s Chief of Accounting and Rates, Mr. William A. Rigsby, will 
provide testimony on RUCO’s recommended cost of capital and on the 
Company’s request for a DSlC and CISC. Mr. Robert B. Mease, RUCO’s 
Associate Chief of Accounting and Rates, will present testimony on each 
systems revenue requirements. 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am Associate Chief of Accounting and 

Rates employed by the Residential Utility Consumer Office (“RUCO”) 

located at I 1  10 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have 

participated. In summary, I joined RUCO in October of 201 I .  I graduated 

from Morris Harvey College in Charleston, WV and attended Kanawha 

Valley School of Graduate Studies. I am a Certified Public Accountant 

and currently licensed in the State of West Virginia. My years of work 

experience include serving as Vice President and Controller of a public 

utility and energy company in Great Falls, Montana and have participated 

in several rate case filings on behalf of the utility. I have also provided 

testimony on behalf of RUCO on several rate cases before the Arizona 

Corporation Commission. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations 

regarding Global Water’s Application’s for a determination of the current 

1 
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fair value of its utility plant and property and will also present testimony on 

RUCO’s proposed rate design for each utility. The test year utilized by 

the Company in connection with the preparation of this Application is the 

12-month period that ended December 31,201 1 (“Test Year”). 

BACKGROUND 

Q. 

A. 

Q. 

A. 

Please describe your work effort on this project. 

I reviewed financial data provided by the Company for each application 

filed and performed analytical procedures necessary to understand the 

Company’s filing as it relates to each utility’s rate base and operating 

income. My recommendations are based on these analyses. Procedures 

performed include the in-house formulation and analysis of this data, the 

review and analysis of the Company’s responses to data requests, and 

review of prior ACC dockets related to Global Water. RUCO’s 

participation in this proceeding is the cumulative effort of two RUCO 

witnesses; myself and Mr. William A. Rigsby. I was responsible for the 

rate base and revenue determination analysis and RUCO’s Chief of 

Accounting and Rates, Mr. Rigsby, will present separate testimony on 

certain policy related issues and RUCO’s cost of capital recommendation. 

Please identify the exhi bits you are sponsoring. 

I am sponsoring schedules numbered RBM-1 through and including RBM- 

19 for each of the Global Water’s rate applications in this filing including 

2 
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Valencia Water Company - Town Division (“VWCT,), Global Water - Palo 

Verde Utilities Company (“Palo Verde”), Water Utility of Northern 

Scottsdale (“WUNS”), Water Utility of Greater Tonopah (‘lWUGT), 

Valencia Water Company - Greater Buckeye Division (“VWCGB”), Global 

Water - Santa Cruz Water Company, (“Santa Cruz”), and Willow Valley 

Water Company (“Willow Valley”). 

2. 

4. 

Can you please provide a summary of the Company’s filing for each 

of the utility systems included in this rate filing? 

For ratemaking purposes the Company has elected not to perform a 

reconstruction cost new less depreciation study and is using its Original 

Cost Rate Base (“OCRB”) as its Fair Value Rate Base (“FVRB”). The 

FVRB for each of the systems as filed by the Company: 

System 
Palo Verde 

Santa Cruz 

WVCT 

WUGT 

Willow 
Valley 

WVCGB 

WUNS 

OCRB I FVRB 
Company RUCO 
$60,166,756 $52,813,708 

$38,014,243 $33,994,203 

$2,323,476 $1,650,906 

$2,206,816 ($380,932) 

$2,359,39 1 $2,278,955 

$634,978 $634,978 

($1 81,978) ($181,978) 

3 

RATE OF RETURN 
Company RUCO 

8.81 % 7.39% 

8.79% 7.46% 

10.27% 7.91% 

10.72% 8.19% 

10.60% 8.06% 

11.18% 8.39% 

14.44% 8.50% 
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The Company is also proposing an adjustment in rates that will increase 

operating revenues for each utility system as follows: 

Companv Requested RUCO Proposed 

Svstem 
Palo Verde 

Santa Cruz 

W C T  

WUGT 

Willow Valley 

W C G  

WUNS 

increase 
$3,662,560 

$2,726,367 

$823,424 

$677,458 

$507,537 

$36,422 

$2,844 

Percent Increase 
27.9% $1,337,539 

26.1% $1,454,179 

16.7% $1 76,472 

326.6% $32,753 

72.2% $396,281 

7.7% ($12,406) 

1.9% ($17,196) 

Percent 
10.20% 

13.90% 

3.58% 

7.31 % 

56.40% 

-0.03% 

-1 1.66% 

Q. 

A. 

RATE BASE ADJUSTMENTS - SUMMARY 

Is RUCO recommending any adjustments to the Company’s rate 

base as filed in its rate application? 

Yes. RUCO is recommending several rate base adjustments as follows: 

Rate Base Adjustment No. I - Post Test Year Plant 

RUCO is recommending excluding post-test year plant not placed in 

service within the first six months following the close of the Test Year. 

RUCO does not believe that plant placed in service after the close of the 

test year should be allowed except in very unusual circumstances. 

4 
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RUCO is not proposing the exclusion of post-test year plant that was 

placed in service within the first six months after the close of the test year. 

Rate Base Adjustment No. 2 - Accumulated Depreciation 

RUCO is recommending adjustments to the Company’s Accumulated 

Depreciation for several of the utilities included in this filing. The 

adjustments are related to RUCO’s recommended exclusion of post-test 

year plant. In addition, RUCO has proposed several adjustments to the 

Company’s depreciation expense calculation for several of the systems in 

this case, that also has a direct effect on the Accumulated Depreciation 

balance. Finally, RUCO is proposing adjustments to the ClAC 

amortization related to Infrastructure Coordination and Financing 

Agreements (“ICFAs”) included in the rate base calculation for the Santa 

Cruz, Palo Verde and WUGT locations. 

Rate Base Adjustment No. 3 - Infrastructure Coordination and 

Fi na nc i ng Agreements (“ IC FA’S’’) 

RUCO is recommending several changes in the accounting for the 

Company ICFA’s. RUCO is recommending adjusting the amount of ICFA 

funds allocated to excess capacity in the Santa Cruz and Palo Verde utility 

systems and the HUD reduction related to WUGT as a result of updated 

information obtained during our review of this rate filing. 

5 
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Q. 

A. 

OPERATING EXPENSE ADJUSTMENTS -- SUMMARY 

Can you please explain the adjustments that RUCO is recommending 

related to the Company’s operating revenues and expenses? 

Yes. RUCO is recommending several adjustments to the Company’s test 

year operating expenses as follows: 

Operating Income Adjustment No. 1 - Rate Case Expense 

The Company is proposing rate case expense recovery of $787,174 in this 

rate filing while RUCO is proposing recovery of $41 9,000. 

Operating Income Adiustment No. 2 - Purchased Power Expense 

RUCO is recommending reducing the Company’s post-test year increase 

in purchased power costs. RUCO believes that the Company is proposing 

increases too far removed from the current test year. 

Operating Income Adiustment No. 3 - Depreciation Expense 

RUCO is proposing a reduction in depreciation expense related directly to 

post-test year plant. RUCO also identified excessive depreciation 

calculations in the Santa Cruz water system. Finally, adjustments are 

made to the Santa Cruz, Palo Verde and WUGT systems amortization 

expense reflecting the accounting treatment of ICFA fees as CIAC. 

6 
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Operating Income Adiustment No. 4 - Bad Debt Expense 

RUCO is recommending that bad debt expense be adjusted using the 

same methodology as approved in Decision No. 71878. In that decision 

the Commission ordered that actual bad debt write-offs are recognized 

rather than bad debt expense. 

Operating Income Adiustment No. 5 - Personnel Expense 

RUCO is recommending reducing personnel expense by $381,916. The 

majority of the reduction relates to deferred stock compensation expense 

for Company officials. 

Operatina Income Adjustment No. 6 - Other Miscellaneous Expenses 

Several categories’ of expenses have been included in the Company’s 

test year’s operating expenses that should be the responsibility of 

shareholders and not ratepayers. Other expense items were noted that 

should be shared equally between both shareholders and ratepayers. 

Operating Income Adiustment No. 7 - Property Taxes 

RUCO is proposing adjusting property tax expense based on each 

location’s proposed test year revenues as well as each locations required 

revenues in going forward to future years. Adjustments are also being 

made to each location’s assessment valuation based on revisions 

identified in State of Arizona House Bill No. 2001. 
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Operating Income Adjustment No. 8 - Federal and State Income Tax 

Expense 

Income Tax expenses have been adjusted based on additions to, or 

deletions from, each utilities taxable income. In addition, a change in 

State Income Tax calculation has been made based on new tax rates 

effective for taxable years beginning from and after December 31, 2013 

through December 31, 2014. 

Operating Income Adjustments Other - Fathom TM 

RUCO notes that the Company has sold FathomTM in June, 2013. 

Although the Company asserts that the sale has no impact on FathomTM 

related expenses, RUCO reserves the right to supplement testimony 

based on the Company’s responses to further discovery. 

RATE BASE ADJUSTMENT DETAILS 

Q. Can you please explain those adjustments to rate base as are being 

proposed by RUCO? 

See below for the following adjustments being recommended by RUCO. 4. 

8 
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Q. 

A. 

Q. 

A. 

Rate Base Adiustment No. 1 - Post-Test Year Plant 

Can you please explain the Company’s proposed adjustment to rate 

base and their request to include post-test year plant? 

Yes. Following is the Company’s proposal for inclusion of post-test year 

plant and RUCO’s recommendations for exclusion identified by each utility 

system: 

Svstem 
Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

TOTAL 

POST TEST YEAR PLANT 
RUCO’S 

Company’s Recommended 
Proposal Exclusion 
$81 8,395 $698,584 

$306,892 $291,762 

$672,57 1 $672,570 

$1 06,782 $106,783 

$80,436 $80,436 

$1,985,076 $1,850,135 

Can you please explain the adjustments and the rational for 

exclusion from rate base? 

RUCO does not believe that these ordinary routine types of investments in 

plant assets require extraordinary post-test year treatment. RUCO also 

opposes these types of post-test year inclusions on the basis that it would 

violate the basic principles of ratemaking and would result in a mismatch 

with test year revenues, expenses and rate base. 
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1. 

I. 

2. 

4. 

Has the Commission excluded post-test year plant investments in 

past rate cases? 

Yes. In UNS Electric, Inc. (“UNSE”) Decision No. 71914 the Commission 

stated: 

“Pro forma adjustments are defined in Arizona 
Administrative Code (‘iA.A.C.’’) R14-2-103(A)(3)(i) as 
adjustments to actual test year results and balances 
to obtain a normal or more realistic relationship 
between revenues, expenses and rate base.” 

“We find that UNSE has not demonstrated that these 
plant investments are anything other than ordinary, 
routine investments in plant required to be made by a 
utility to maintain its service and reliability. To allow 
these post-test year investments into rate base would 
distort the level of investment needed to provide 
adequate and reliable service to UNSE’s customers 
during the test year and would not reflect a “normal or 
more realistic relationship between revenues, 
expenses and rate base.” 

Can you briefly discuss those post-test year plant additions that 

RUCO is proposing to be included in rate base? 

RUCO generally will accept post-test year additions if the applicable plant 

assets are placed in service within a six month period following the close 

of the test year. The majority of the plant additions being requested by 

Global for inclusion as post-test year plant were completed well beyond 

the six month period. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Rate Base Adiustment No. 2 -Accumulated Depreciation 

Did the Company make adjustments to the accumulated depreciation 

account related to the inclusion of post-test year plant? 

No. Depreciation expense adjustments were made to those locations 

requesting post-test year additions but adjustments were not made for the 

corresponding accumulated depreciation accounts. 

Can you explain the adjustments that are being proposed? 

Adjustments are being proposed to those three location’s that RUCO 

included ICFA funds as part of CIAC. The accumulated depreciation 

adjustments by location related to the ICFA funds are Santa Cruz 

$1,317,459, Palo Verde $1,719,662, and WUGT $1,055,498. 

Did you note any differences between the beginning balance of ICFA 

funds included as ClAC and the Commission approved amounts 

approved? 

Yes. In reviewing the beginning balance as approved by the Commission 

in Decision No. 71878 a difference was noted. The balance as approved 

for the WUGT in the previous decision was $7,085,645 to be included as 

ClAC and the Company worksheets provided to us had an initial balance 

of $4,691,475. RUCO calculated its annual accumulated carryforward 

balance beginning with the approved balance from the last rate filing. 
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3. 

4. 

3. 

4. 

Q. 

4. 

Can you explain how the amortization expense and related 

accumulated depreciation was calculated? 

First, the accumulated amortization related to ICFA funds included as 

ClAC and approved in Decision No. 71878 was my beginning balance as 

of December 31, 2008. I then reviewed the Company’s updated 

calculation through the end of the test year, as provided during our on-site 

review. When making the calculations based on information provided 

during our review, I then adjusted the accumulated depreciation account 

for Santa Cruz, Palo Verde and WUGT. 

You have referred to both accumulated depreciation and 

accumulated amortization. What is the correct description in this 

case? 

In general, amortization of ClAC is referred to as amortization expense. 

The Company, in its operating expense accounts, refers to the account as 

Depreciation Expense - ClAC Amortization. 

Have additional adjustments been made to Accumulated 

Depreciation? 

Yes. When analyzing each locations calculation of depreciation expense 

for the test year, several adjustments were made to the Company’s 

calculated depreciation and the depreciation expense as calculated by 

RUCO. 
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Rate Base Adiustment No. 3 - Accounting for Infrastructure Coordination 

and Financing Agreements (“ICFA’s) and Discussion of Acquisition 

Adjustments 

Q. 

A. 

Q. 

A. 

Mr. Mease, can you describe ICFA’s and how they are used? 

Yes. I will begin with the description as provided by Company witness Mr. 

Trevor Hill in his testimony as included in prior Decision No. 71848. 

“An ICFA (Infrastructure Coordination and Financing 
Agreement), is a voluntary contract between Global 
Parent and a landowner. These contracts provide for 
Global Parent to coordinate the planning, financing 
and construction of off-site water, wastewater and 
recycled water plant. The Global Utilities will own and 
operate this plant when construction is complete. 
Under the ICFA’s, Global Parent is responsible for 
funding both the planning and construction of water, 
wastewater and recycled water plant. The 
landowners who enter into the ICFA’s agree to 
cooperate with Global Parent’s plant planning and 
construction process. ICFA’s formalize the 
cooperation between the landowner and Global, but 
also provide fees which allow Global Parent to 
impress conservation and consolidation of the 
carrying costs for the very expensive facilities 
required to implement effective water conservation 
and, in some cases, to fund Global Parent’s 
acquisition of existing utilities. 

Are there other descriptions of ICFA’s that you would like to point 

out that may have an impact on this rate filing? 

Yes. I would like to quote Global Water Resources, Inc., Notes to 

Consolidated Financial Statements, and the description as included in the 

2011 Annual Report, page 63. 
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“Infrastructure coordination and financing fees 
- Infrastructure coordination and financing 
agreements (“ICFA’s”) are agreements with 
developers and homebuilders where GWRl 
provides services to plan, coordinate and 
finance the water and wastewater 
infrastructure that would otherwise be required 
to be performed or subcontracted by the 
d eve I o p e r or h om e b u i Id e r . ” 

Q. 

A. 

Q. 

4. 

Based on the description as contained in the annual report, as well 

as the description provided by Mr. Hill, what is RUCO’s position as to 

the accounting treatment related to ICFA’s? 

Basically, RUCO’s believes developer-supplied ICFA funds are third party 

payments and constitute CIAC. Therefore, ICFA funds should be 

accounted for the same as all other ClAC payments received by the 

Company’s regulated utility operations. 

Can you please describe RUCO’s position as well as the other 

interveners, on the accounting treatment of ICFA’s in the last rate 

application? 

Yes. As stated in Decision No. 71878, page 13, “Maricopa, RUCO, and 

Staff contend that for ratemaking purposes, ICFA funds shall be treated as 

developer-supplied ClAC and imputed to the rate bases of the Utilities 

affected by ICFA’s in these consolidated applications, as recommended 

by Staff.” 
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Q. 

4. 

Q. 

4. 

Can you please identify the ICFA funds received as of the prior rate 

case test year filing and how those funds were allocated based in 

Decision No. 71878? 

Total ICFA funds received as of the end of the last rate case test year, 

December 31 , 2008 are summarized as follows. 

ICFA FUNDS COLLECTED THROUGH DECEMBER 31,2008 
Location Palo Verde Santa Cruz WUGT TOTAL 

ICFAs $25,441,104 $24,541,418 $9,226,100 $59,208,622 

Reclass idle Capacity (14,449,976) (17,941,342) - (32,391,318) 

Reclass to 
Hassayampa (2,140,455) (2,140,455) 

TOTAL INC IN ClAC $10,991,128 $6,600,076 $7,085,645 $24,676,849 

Net of Amortization $10,323,747 $6,105,227 $6,849,397 $23,278,371 

Has the Company received additional ICFA funds since the last rate 

case? 

Since the Company's last rate case filing $6,432,558 has been received 

and identified to the Santa Cruz and Palo Verde utilities and $925,500 has 

been received and identified to the WUGT utility. In total $66,566,680 has 

been received by Global Water and classified as ICFA funds. 
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Q. 

A. 

Q. 

A. 

Can you please explain the reclassifications related to idle capacity 

in Palo Verde and Santa Cruz and the reclassification to the 

Hassayampa (“HUD”) utility as identified in the WUGT water system? 

The funds reclassified to idle capacity for Palo Verde and Santa Cruz, 

relate to plant that is under construction in the southwest area of the 

service area. It is referred to as the SW Plant by the Company in various 

data responses in both the prior case, as well as this current rate 

proceeding. HUD happens to be a wastewater plant under construction 

in the WMC area and remains as plant not in use. The HUD plant is not 

part of this rate filing. 

Are the details related to the accounting for ICFA’s in the last rate 

case and Commission’s Decision No. 71878 related to final 

accounting for ICFA’s important in this case? 

Yes. The accounting for ICFA’s and their inclusion and/or exclusion from 

CIAC remain as the primary focus in this current rate filing. The same 

issues remain and the Company has requested the Commission reverse 

its prior decision imputing ICFA’s as CIAC. The Company is not seeking 

to reverse the Commission’s prior decision excluding excess capacity or 

HUD adjustments. In summary, Global has requested the Commission 

exclude from rate base all ICFA funds previously imputed as CIAC but is 

not seeking to reverse the excess capacity and HUD adjustments 

previously approved in Decision No. 71 878. 
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Q. 

A. 

Q. 

A. 

Has Global Water requested an alternative be considered by the 

Commission if IFCA’s are required to be included as CIAC? 

Yes. In the event that the Commission will not provide the rate base 

treatment as the Company has proposed, the Company has requested an 

“Acquisition Adjustment” be approved which will offset the CIAC. This will 

be addressed later in my testimony 

Did Decision No. 71 878 address additional requirements related to 

ICFA’s? 

Yes. The decision required the following: 

IT IS FURTHER ORDERED that a 
generic investigation shall be commenced 
which looks at how best to achieve the 
Commission’s objectives with regard to 
encouraging the acquisition of troubled water 
companies and the development of regional 
infrastructure where appropriate. As part of 
this proceeding, the workshop shall address 
whether ICFA’s, or other mechanisms, if 
properly segregated and accounted for, could 
be utilized to finance the acquisition of troubled 
water companies. 

IT IS FURTHER ORDERED that Staff 
shall, within 30 days, provide notice to the 
parties to the Generic Docket, and to other 
stakeholders, of new workshops in Docket No 
W-OOOOC-06-0149, for stakeholder workshops 
designed to address the issues set forth in 
Findings of Fact No. 84 in Decision No. 71878. 
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3. 

9. 

Q. 

4. 

Q. 

4. 

Were workshops held to discuss the issue of ICFA’s as required in 

the last order? 

Yes. Workshops were held in 2010 and 201 1 and a report was published 

by Staff on March 12, 2012. 

What was Staffs recommendations and conclusions included in 

their report published on March 12, 2012 related to monies received 

pursuant to ICFA’s? 

Staff, in its recommendations stated the following: “That monies received 

pursuant to Infrastructure Coordination and Financing Agreements 

(“ICFA’s”) continue to be treated as Contributions in Aid of Constructions 

(“CIAC”). This recommendation may be modified as a result of the 

pending review of Global’s ICFA’s by an independent Certified Public 

Accountant firm.”’ 

Has the review been completed by the independent Certified Public 

Accounting Firm (“CPA Firm”)? 

Yes. The review was completed by Ullmann & Company, LLC, a CPA 

Firm, (“Ullmann”) and their report was issued on November 28, 2012. 

See Staff report dated March 19,2012 I 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Based on the report as published, has Staff modified their position 

on the accounting treatment of ICFA’s? 

No. Staff has not published a modification to their report as originally 

issued on March 19,2012. 

Do you believe there is some misunderstanding as to the scope of 

the work that was performed by the CPA firm? 

Yes. In both Mr. Hill’s and Mr. Walker’s testimony they refer to the work 

being performed by the CPA firm as an audit. The actual work performed 

by the CPA firm was an “Agree Upon Procedures Review.” 

Is there a significant difference between an audit and a review of 

procedures? 

Yes. As stated in the Independent Accountants’ report: 

“We were not engaged to, and did not conduct an 
audit, the objective of which would be the expression 
of an opinion on the accounting records. Accordingly, 
we do not express such an opinion. Had we 
performed additional procedures, other matters might 
have come to our attention that would have been 
reported to you.” 

Does RUCO believe that clarification of the work performed by the 

CPA Firm related to their review is necessary is this case? 

Yes. RUCO believes that this clarification is necessary. The work 

performed in an audit is more detailed and the auditors would express an 

opinion on the reliability of the information contained in the report. The 
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scope of an agreed upon procedures review is less detailed and as stated 

in the Accountants’ Report “an opinion cannot be provided.” 

2. 

4. 

Q. 

4. 

Q. 

A. 

Why does RUCO believe this clarification is necessary? 

RUCO believes this clarification is necessary as several readers of the 

report believe that an audit was performed as evidenced by their 

testimony. Those individuals who believe that an audit was performed 

may be putting more reliance on the contents of the auditors’ report than is 

intended. 

Has RUCO reviewed the report issued by CPA Firm? 

Yes. RUCO has obtained a copy of the report. 

Does RUCO believe that the review performed by the CPA Firm 

supports the position that the Company has taken in its accounting 

treatment related to ICFA’s? 

While the engagement performed by Ullmann was very informative and 

complete RUCO does not believe that the report and the Agreed Upon 

Procedures Review that was performed provides additional support for 

changing the accounting treatment related to ICFA funds. In other words, 

RUCO believes that ICFA revenue be imputed as ClAC and recorded as a 

reduction in rate base as was approved in the last rate case. 
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3. 

4. 

3. 

4. 

What about the ICFA funds that the Commission excluded from rate 

base (idle capacity and HUD) in Decision No 71878. 

No change is being proposed to the treatment of ICFA’s related to the 

plant identified as “idle capacity” (Santa Cruz, Palo Verde) or the value of 

HUD excluded from (WUGT). 

Can you please explain the adjustment‘s that are being proposed by 

RUCO related to ICFA’s and their accounting treatment? 

Yes. RUCO is making the following recommendations for updating Test 

Year results as identified in the following table: 

Santa Cruz 

RUCO’S Proposed Adiustments 

Thru 2011 Through Dec. 2009 

Dec. 2009 Dec. 201 1 TOTAL 

Allocated to ClAC $6,600,076 $787,522 $7,387,598 

Accumulated Amortization 494,849 822,610 1,317,459 

Unamortized ClAC $6,105,227 N/A $6,070,139 

Palo Verde 

Through Dec. 2009 

Dec. 2009 Dec. 201 1 TOTAL 

Allocated to ClAC $10,991,125 $1,575,044 $1 2,566,169 

Accumulated Amortization 667,381 1,052,281 1,719,622 

Unamortized ClAC $1 1,658,506 N/A $1 0,846,507 

Tonopah 

Through Dec. 2009 
Dec. 2009 Dec. 201 1 TOTAL 
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Allocated to ClAC $7,085,645 $437,714 $7,523,359 

Accumulated Amortization 236,248 819,250 1,055,498 

Unamortized ClAC $6,776,279 NIA $6,467,861 

RUCO is recommending increasing CIAC, less Accumulated Amortization 

by $6,070,139 in the Santa Cruz utility, $10,846,507 in the Palo Verde 

utility and the WUGT utility by $6,467,861. 

Acquisition Adjustments 

Q. 

A. 

Has the Company asked for an acquisition adj 

case filing in place of ICFS’s? 

istment in this rate 

In Mr. Walker’s testimony he states “In the 2009 rate case we argued that 

ICFA funds should be used to cover the carrying costs of regional 

infrastructure and the acquisition premium associated with the purchase of 

troubled systems. However, the acquisition premiums alone are sufficient 

to justih a near complete reversal of the CIAC imputations made in the 

last rate 

Mr. Walkers testimony pages 1 and 2 2 
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Q. 

A. 

Q. 

A. 

- 

Which option is the Company pursuing in this rate case, allowing the 

ICFA’s as a non-CIAC contribution or computing as acquisition 

adjustment on system purchases? 

Mr. Walker in his testimony states that “Global believes the first option, no 

net change to rate base, is the best option for dealing with use of ICFA 

funds to buy a utility. But if that option is rejected, Global requests that the 

Commission authorize an acquisition adjustment to recognize the 

significant public policy and customer benefits of the acquisition.” 

Have you done any research of how other State Utility Commissions 

are treating acquisition premiums? 

Yes. I have done some review on how other Commissions are looking at 

this issue. I have attached a ~ u m m a r y , ~  as prepared by the National 

Association of Water Companies, identifying some basic details on the 

subject, how Commission’s in other States see acquisition adjustments 

and what criteria is considered by the respective Commission’s. In 

summary, some states allow adjustments; some will not allow adjustments 

in any case, however, most Commission’s review acquisition adjustments 

on a case by case basis. 

- 
Mr. Walkers testimony page 7 
See Exhibit A 

3 

4 
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Q. 

4. 

Q. 

4. 

Is there a commonality among the states that you would like to 

highlight? 

Yes. In those states that will approve an acquisition adjustment certain 

conditions must exist. For example: (1) The Commission has identified a 

water or wastewater system as being “distressed or troubled” and is 

seeking a buyer to purchase that system, (2) If the acquiring utility can 

demonstrate that the acquisition will provide clear, tangible benefits to the 

ratepayers in an amount that is at least equal to the acquisition 

adjustment, (3) If it can be demonstrated that the ratepayers have not 

previously paid for the systems assets through previously imposed rates, 

(4) That the purchase was “Prudent” and the buyer exercised good 

judgment and common sense, (5) The amount of the acquisition premium 

is reasonable, (6) The transaction must be an “arm’s length” transaction. 

Does RUCO believe these condition(s) must exist prior to their 

recommending an acquisition adjustment? 

Yes. RUCO believes that one or all of these conditions, depending on the 

situation, should exist prior to the Commission approving an acquisition 

adjustment. I believe that the lacking of any of the conditions could 

negate the approval of an adjustment. 
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a. 

4. 

2. 

4. 

Can you please discuss the details of the company’s purchase of the 

West Maricopa Combine Inc. (“WMC’’)? 

WMC was acquired on July 11, 2006, through a stock acquisition for a 

purchase price of $60,000,000. Through arbitration the price was 

negotiated downward and the final negotiated price was $54,369,889. The 

final agreed upon purchase price included a $45,300,326 acquisition price, 

$8,699,674 imputed interest and $369,889 in stated interest. The WMC 

consists of VWCT, WUNS, WUGT, VWCGB and Willow Valley. 

Does RUCO believe that the acquisition of the WMC warrants an 

acquisition premium? 

No, an acquisition premium should not be approved for the purchase of 

the WMC for the following reasons: 

1. There was no indication in documentation provided that any of the 

five systems included in the WMC were identified as “troubled 

Systems.” During the due diligence phase prior to purchase the 

Company’s Vice President of Operations issued a letter identifying 

several deficiencies in the operational aspects of each system. 

However, in his final conclusions he states: 

“The initial due diligence period has identified 
many issues that are germane to the on-going 
operations of the WMC utilities. While these 
are cause for concern going forward, and will 
certainly require careful consideration by 
Global management and staff, they do not in 
and of themselves constitute any fatal flaw for 
the acquisition. The WMC acquisition 
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represents a strategic deployment of the 
Global methodologies to the west valley - an 
area where the growth is just beginning. It is 
recommended that the acquisition continue to 
be pursued.” 

2. 

3. 

When reviewing the financial statements of the WMC for the year 

ending December 31, 2005, the last year-end prior to Global’s 

acquisition, the Company had a positive cash flow, had made 

significant investments in plant during the year, had positive income 

and overall appeared to be financially stable. There was no 

indication from the financial statements that the WMC was in 

financial difficulties of any kind. 

Global calculated the purchase price based on expected growth in 

the West Valley. More specifically, in their due diligence 

documentation the Company was expecting the WMC to increase 

in customers from 5,021 at the end of year 2005 to 23,300 by the 

end of year 2011 and assumed the risk that the growth would 

occur. The actual number of customers at the end of year 2011 

was 5,343. The Company anticipated growth that just didn’t 

materialize and now the Company seeks to pass that risk on to 

ratepayers. RUCO does not believe it should be the responsibility 

of the ratepayer to pay for the Company’s overly optimistic growth 

expectations. 

26 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 
18 
19 
20 
21 
22 
23 
24 
25 

Testimony of Robert B. Mease 
Slobal Utilities 
Docket No. W-01212A-0309 ET AL. 

4. The total book value of the plant at the date of purchase was 

$12,771,723 and the book value minus AIAC was ($5,005,082).5 

As identified in the audited financial statements for the year ending 

December 31, 2006, the net assets acquired were $49,476,000 and 

included $45,809,111 identified as Goodwill.‘ Based on the 

financial data as presented you would have to question whether the 

purchase of the WMC was a prudent investment and was the 

purchase price reasonable. 

Q. 

4. 

Does RUCO believe that the acquisition of the Sonoran system 

warrants an acquisition premium? 

Conditions existed at the time of purchasing the Sonoran system that the 

Company agrues that an acquisition premium could be allowed. For 

example, according to testimony provided by Mr. Ron Fleming, Global 

Water’s General Manager, Arizona, when asked what happened when 

Sonoran and the 387 Districts were not able to provide service, he stated, 

“At the time, Global’s utilities (Santa Cruz and 
Palo Verde) were the closest utilities and were 
in a position to assist, in numerous locations 
we actually had parallel infrastructure in the 
same area. The City of Maricopa, ADEQ and 
ADWR ask Santa Cruz and Palo Verde to take 
over service on an emergency basis.”7 

’ UlIman Report dated November 28,2012. 
’ Audited Financial Statements prepared by Deloitte & Touche LLP, Page No. 13 
Mr. Ron Flemings testimony pages 2 and 3 7 
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Q. 

A. 

Q. 

A. 

Can you please discuss the details of the company's purchase of the 

Sonoran and the 387 Districts? 

The Company completed the purchase of the assets of Sonoran on June 

15,2005 with an effective purchase date of March 31 , 2005. The Sonoran 

system was a private system and not regulated by the Commission. 

Santa Cruz and Palo Verde filed an application to extend their CC&N 

application to cover the former 387 areas. The initial application 

requesting the extension was filed on June 30, 2005, and the CC&N was 

ultimately granted on September 30, 2008 in Decision No. 70533. The 

purchase price of the Sonoran system was $18,550,000 and the book 

value of the plant assets at time of acquisition was $1,085,451. The book 

value minus AlAC was $213,5194.~ 

Does RUCO believe that an acquisition adjustment is warranted in 

the purchase of the Sonoran system? 

No. RUCO does not believe an adjustment is warranted. Based on the 

financial data as presented the purchase price paid for the Sonoran 

system was excessive and it is not a reasonable request to ask the 

ratepayers to pay for Company mistakes. 

'Ullmann Report dated November 28,2012 
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Q. Would RUCO be open to consider an acquisition adjustment under 

certain circumstances? 

A. Yes. As RUCO has testified earlier acquisition adjustment should be 

evaluated on a case by case basis. If the circumstances warrant that the 

Commission may determine that an acquisition premium is appropriate. 

OPERATING INCOME ADJUSTMENTS 

Q. 

A. 

Q. 

A. 

Is RUCO recommending changes to the Company’s proposed Test 

Year operating revenues and expenses for the utilities included in 

this rate filing? 

Yes. The Company proposed numerous adjustments to its historical test 

year operating income. RUCO analyzed the Company’s adjustments and 

proposed several changes. In addition, RUCO is recommending 

additional adjustments based on data requests provided by Global Water. 

RUCO’s adjustments to operating income are explained as follows 

Operatinq Income Adjustment No. 1 - Rate Case Expense 

Please explain your adjustment to Rate Case Expense. 

The Company has proposed recovery of $787,174 for rate case expenses 

for outside services and requests to amortize this expense over a three 

year period. RUCO believes the Company’s proposed rate case expense 

is excessive, and should be reduced significantly, when compared with 

rate case expense in prior rate case submissions that have been 
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approved by the Commission. RUCO proposes a rate case expense 

recovery of $419,000 and continue to be amortized over a three year 

period as is consistent with the Company’s filing. 

a. 

4. 

Q. 

4. 

Can you please identify the rate case expense being requested by 

the Company and RUCO’s recommendation by utility system? 

Yes. The following table identifies rate case expense by system. The 

expense is allocated to each system in proportion to its revenue. 

Location 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

Company 
Proposed 

$31 3,756 

$317,403 

$1 05,894 

$6,420 

$29,769 

$12,426 

$1.506 

RUCO 
Proposed 

$1 67,068 

$1 56,729 

$72,327 

$3,144 

$1 0,500 

$7,020 

$2.212 

Proposed 
Adi ust ment 

$146,688 

$1 60,674 

$33,567 

$3,276 

$1 9,269 

$5,406 

($706) 

TOTAL $787,174 $41 9,000 $368,174 

How did RUCO determine its recommended level of rate case 

expense? 

The Commission approved $400,000 in rate case expense recovery in 

Decision No. 71878, the Company’s last rate case filing. The major issues 

identified in the current filing are basically the same and the additional 
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recovery is not justified. RUCO’s recommended rate case expense 

recovery was calculated by increasing the last approved amount of 

$400,000 and applying the accumulated inflation factor of 4.75%, as 

reported by the Consumer Price Index. 

Q. 

4. 

Q. 

A. 

Are there other reasons that rate case expense should be reduced? 

The Company began accruing expenses related to rate case expense for 

approximately two years prior to the rate case filing. Approximately 53 

percent of the expense that the Company is seeking recovery relate to 

activities that could be considered outside services unrelated to rate case 

activities. By excluding these expenses from the total expense the 

Company is requesting, approximately $41 9,000 remains as identified 

direct rate case expense. 

Operating Income Adjustment No. 2 - Purchased Power 

Can you please identify those systems that RUCO is proposing an 

adjustment to purchased power expense? 

RUCO is proposing a reduction in test year purchased power expense as 

follows: 

PURCHASED POWER PROPOSED 
REDUCTIONS 

VWCT $62,786 VWCGB $2,881 

WUGT $2,562 Willow Valley $1,582 
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a. 

4. 

a. 

4. 

Q. 

4. 

What is RUCO’s rationa 

these locations? 

for reducing purchased power costs for 

The Company is proposing to include the total of three years increases in 

test year adjustments for each location. While RUCO believes that 

increase’s for known and measurable changes are acceptable projecting 

forward for a three year period is inappropriate. 

Operating Income Adjustment No. 3 - Depreciation/Amortization Expense 

Can you please explain the adjustments that RUCO is recommending 

to the Company’s filing as it relates to depreciation and amortization 

expense? 

Yes. RUCO is proposing adjustments to depreciation/amortization 

expense related to changes in the Company’s depreciation calculation for 

several of the utilities as well as amortizat ion expense related to the 

inclusion of ICFA’s fees as CIAC for the Santa Cruz, Palo Verde and 

WUGT. 

How did you calculate the amortization that is being included in test 

year depreciation expense related to the ICFA fees that you included 

as CIAC? 

RUCO reviewed the amortization expense schedules for the Palo Verde 

and Santa Cruz utilities as provided to us during our on-site review. The 

carried forward balances were correct from Decision No. 71878 and was 
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our beginning point. The calculations related to test year amortization for 

these two locations appeared to be correct and we then included the 

calculated expense for both systems as our test year adjustment. 

Q. 

A. 

Q. 

A. 

Operatinq Income Adiustment No. 4 - Bad Debt Expense 

Can you please identify the adjustments that RUCO is proposing for 

the Company’s bad debt expense accounts? 

RUCO is proposing reductions to the utility systems as follows: 

BAD DEBT EXPENSE 

Palo Verde $1 1,624 Willow Valley 3,821 

Santa Cruz $19,433 VWCGB 6,490 

VWCT $6,426 WUNS 2,281 

WUGT $1,018 

Why is RUCO proposing this adjustment? 

The Company calculates bad debt expense as a percentage of revenues 

and is included in test year operating expenses. In Decision No. 71878 

the Commission ruled that actual bad debt write-offs were to be 

recognized as bad debt expense as opposed to the estimated expense 

ca~cu  at ion .’ 

’ Decision No. 7 1878 page 34 
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3peratinq Income Adiustment No. 5 - Personnel Expense 

3. 

4. 

Q 

4. 

Has RUCO recommended adjusting operating expense accounts 

related to personnel expenses? 

RUCO is recommending adjustments related to the following operating 

expense accounts. 

PERSONNEL EXPENSES TO BE ADJUSTED 

Location Proposed Adiustment Proposed 

Overtime Hours $95,796 $47,898 $47,898 

Bonuses Operation $1,160 $580 $580 

Company RUCO RUCO 

Deferred Compensation $293,306 $293,306 $0 

Employee Moving $80,264 $40,132 $40,132 

TOTAL $470,526 $381,916 $88,610 

Can you please identify your proposed adjustment by utility? 

The adjustment of $381,916 by utility system is as follows: 

ADJUSTMENT BY SYSTEM 

Palo Verde $152,280 Willow Valley $9,571 

Santa Cruz $142,858 VWCGB $6,397 

VWCT $65,926 WU N S $2,018 

WUGT $2,865 
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Q. 

A. 

Q. 

A. 

Can you explain the adjustments proposed for personnel expense? 

The majority of the reduction relates to deferred stock compensation 

expense for Company officials. RUCO does not believe that “Bonuses” for 

Company officials should be paid for by ratepayers. The remaining 

expenses, overtime hours, bonuses, and moving expense also relate to 

expenses that are typically excluded from test year since quite often they 

vary in value from year to year and in many cases are not recurring type 

expenses. RUCO has allowed fifty percent of these expenses and 

excluded the remaining fifty percent. 

Operatinq Income Adiustment No. 6 - Miscellaneous Operating Expense 

Can you please identify the miscellaneous expenses that RUCO is 

recommending be adjusted? 

Yes. RUCO is recommending that the following expenses classified as 

miscellaneous, totaling $462,793 be deducted from test year expenses. 
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MISCELLANEOUS EXPENSES TO BE ADJUSTED 

Q. 

A. 

Company 

Expense Account Proposed 

Investor Relations $57,595 

Charitable Contributions $6,268 

Dues and Subscriptions $43,011 

Promotions $ Advertising $28,763 

Employee Relations $32,955 

Board Compensation $26,396 

Expense Acount 

Travel & Entertainment 

Meals 

Business Development 

Sales Tax Late Fee 

Professional Fees Other 

Other Compensation 

Company 

Proposed 

$74,400 

$42,101 

$26,161 

$1,636 

$94,713 

$28,794 

Can you please further identify the adjustments by utility system? 

Yes. The adjustments are as follows: 

Palo Verde 

Santa Cruz 

WVCT 

WUGT 

ADJUSTMENTS BY SYSTEM 

$164,977 

$194,371 

$64,729 

$3,940 

36 

Willow Valley 

W C G B  

WUNS 
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Q. 

A. 

Q. 

9. 

Q. 

4. 

Why does RUCO believe that these miscellaneous expenses should 

be excluded from the Company’s rate filing? 

RUCO believes that these expenses are more appropriately the types of 

expenses that should be paid for by the shareholders. More specifically, 

expenses such as Board Compensation, Investor Relations, Travel and 

Entertainment, Meals, Business Development, and Sales Tax Late Fees 

provide no benefit to the ratepayer. Expenses such as Publications and 

dues are being allocated evenly at 50 percent to the shareholder and 

ratepayer. 

Operating Income Adiustment No. 7 - Property Tax Expense 

Did RUCO review the Company’s property tax calculations for each 

of the utilities included in this filing? 

Yes. RUCO reviewed he calculation and made several adjustment. 

Can you please elaborate on your review and identify any 

adjustments made? 

Property tax adjustments were made on each of the utilities included in 

this filing based on adjusted test year revenues and recommended 

revenues in going forward. We also made an adjustment on each location 

based on State of Arizona House Bill 201 1. As identified in this House Bill 

section 42-1 5001 

“The assessed valuation of class one property is the 
following percentage of its full cash value as 
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applicable, No. 9 “NINETEEN PER CENT 
BEGINNING FROM AND AFTER DECEMBER 31, 
2013 THROUGH DECEMBER 31,2014.” 

RUCO is recommending the following adjustments, by utility, based on the 

revised assessed valuations as identified in this Bill. 

Q. 

A. 

Can you please identify the property tax expense adjustments that 

RUCO is recommending in this filing? 

Yes. Following are the adjustments as being proposed? 

Location 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

TOTAL 

PROPERTYTAXEXPENSE 

Company RUCO RUCO 
Proposed Proposed Adjustment 

$1,064,073 $962,732 ($101,341) 

897,129 81 1,688 (85,441) 

273,680 246,830 (26,850) 

11,254 10,183 (1,071) 

33,931 30,700 (3,231) 

11,663 10,552 (?,I 11) 

3,104 7,301 4,197 

$2,294,834 $2,079,986 ($214,848) 
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2. 

4. 

2. 

4. 

Q. 

A. 

Operating Income Adiustment No. 8 - Income Tax Expense 

Has RUCO made an adjustment to Income Tax Expense as filed by 

the Company? 

Yes. RUCO has adjusted income tax expense based upon the 

methodology that is used in all rate applications reviewed by RUCO. 

Can you explain the method utilized in calculating income tax 

expense both for the test year adjustment as well as the method 

used in calculating the tax effects of proposed revenue adjustments? 

When calculating Federal income tax expense for rate making purposes 

RUCO begins with operating income before taxes and from that amount 

will deduct Arizona income taxes due and interest synchronization. 

(Interest synchronization is calculated as follows: Adjusted ACC 

Jurisdictional Rate Base X Weighted Cost of Debt) The two results, 

Arizona income taxes and interest synchronization, are multiplied by the 

statutory Federal Income Tax Rate. In this case RUCO has used 34 

percent as the statutory Federal Income Tax Rate. 

Has RUCO made any adjustments related to statutory income tax 

rates? 

Yes. A change in State Income Tax calculation has been made based on 

new tax rates effective for taxable years beginning from and after 
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December 31, 2013 through December 31, 2014. The State Income Tax 

rate has been reduced from 6.969% to 6.5%. 

Q. 

A. 

Q. 

A. 

Can you please identify the income tax expense adjustments that 

RUCO is recommending in this filing? 

Yes. Following are the adjustments as being proposed? 

Location 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

TOTAL 

INCOME TAX EXPENSE 

Company RUCO RUCO 
Proposed Proposed Adiustrnent 

$682,693 $844,141 $161,448 

178,950 

(249,144) (2,468) 246,676 

98,898 277,849 

(1 97,785) (31 0,193) 66,548 

(1 06,730) (36,509) 70,221 

5,781 18,333 12,552 

13,391 7,302 (6,089) 

$247,104 $798,455 $730,306 

Does this conclude your testimony? 

Yes. 
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ROBERT B. MEASE, CPA 
Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration / Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and sem inars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, lnc., Diamond Blade, LLC., and Alaska Expedition Company 

Financial Manager I CFO 
All Saints Camp & Conference Center 

Energy West, Inc. 
Vice President, Controller 

Led team that succeeded in obtaining a $1.5 m illion annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $18 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

Junkermier, Clark, Campanella, Stevens 
Consulting Staff 

0 

0 

0 

0 Performed Profit Enhancement engagements 
0 

Established a consulting practice that generated approximately $160k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President / Controller, 
with American Agri-Technology Corporation as Vice President I CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Member - Institute of Management Accountants 
Member -American Institute of CPA's 
Past Member -WV Society of CPA's and Montana Society of CPAs 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utilitv Company 

Arizona Water Company 
(Eastern Group) 

Docket No. 

W-Ol445A-I 1-03 10 

Pima Utility Company W-02199A-11-0329 et al. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company W-01445A-12-0348 

UNS Electric E-04204A-12-0504 
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Palo Verde Utilities Company 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT 

(A) (B) 
Company RUCO 

Line OCRB/FVRB OCRB/FVRB 
No. Description cost Cost 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

a 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ 60,166,756 

$ 3,066,067 

5.10% 

$ 5,300,691 

8 . 8 1 ~ ~  

$ 2,234,624 

1.6390 

$ 3,662,560 

$ 13,107,52a 

27.94% 

11.44% 

$ 52,813,708 

$ 3,098,107 

5.87% 

$ 3,904,484 

7.39% 

$ 806,378 

I .ma7 

I $ 1.337.539 I 
$ 13,107,528 

$ 14,445,067 

10.20% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (6): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

LINE 
No 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 
57 

DESCRIPTION 

Palo Verde Utilities Company 
RBM-1 

Page 2 of 2 

Calculation of Gross Revenue Conversion Factor 
Revenue 
Uncollecible Factor 
Revenues (L1 - L2) 
Combined Federal and State Income Tax and Property Tax Rate (L23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I L5) 

Calculation of Uncollecttible Factor 
Unity 
Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (L7 - L8) 
Uncollectible Rate 
Uncollectible Factor (L9 * LIO) 

Calculation of Effective Tax Rate 
Operating Income Before Taxes (Anzona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Col [C] L53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Property Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (Col. [Bl. L17) 
One Minus Combined Income Tax Rate (L18-Ll9) 
Property Tax Factor (Sch. REM-16, Col [B]. L24) 
Effective Property Tax Factor (L20 x L21) 
Combined Federal and State Income Tax and Property Tax Rate (Col (8). L17 + L22) 

2 3041% 
1.421 8% 

397118% 

100 0000% 
0 0000% 

100 0000% 
39 7118% 
60 2882% 
1658700 

100 0000% 
38 2900% 
61 7100% 

0 00000 
0.0000% 

100 0000% 
6 5000% 

93 5000% 
34 0000% 
31 7900% 

38 2900% 

100 0000% 
38 2900% 
61 7100% 

Required Operating Income (Sch. REM-1, Col (E) L7) $ 3,904,484 
Adjusted Test Year Operating Income (Loss) (Sch. RBM-1. Col (B) L3) 3,098.107 
Required Increase in Operating Income (L24 - 125) $ 806,378 

Income Taxes on Recommended Revenue (Col [C], L52) 
Income Taxes on Test Year Revenue (Col (A), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Sch RBM-1, Col (E). L19 
Uncollectible Rate (L10) 
Uncolllectible Expense on Recommended Revenue (L30 x L31) 
Adjusted Test Year Uncollectible Expense(Sch. REM-8. Col. (K). L31) 
Required Increase in Revenue to Provide for Uncollectible Exp (L32 - L33) 

s 1.344.484 
844.141 

500.344 

$ 14,445,067 
0.00000 

$ 
$ 

Property Tax with Recommended Revenue (Sch RBM -8. Col (K), L36) 
Property Tax on Test Year Revenue (Sch. REM-8. Col (Q). L32) 
Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
Total Required Increase in Revenue (Col [B], L26 + L29 + L34 + L37) 

$ 993,550 
962,732 

30,818 
$ 1,337,539 

Calculation of Income Tax 
Revenue (Sch.RBM-7 Col [C] 14 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col [C], L57) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State Income Tax Rate 
Arizona Income Tax (L42 x L43) 
Federai Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$lO,OOO,OOO) @ 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

Test 
Year 

$ 13.107.528 $ 1,337.539 
$ 9,165.281 
$ 1,737.649 
$ 2,204.598 

6 5000% 
$ 143,299 
$ 2,061,299 
$ 7.500 
$ 6,250 
$ 8,500 
$ 91.650 
$ 586,942 
$ 700,842 
$ 844,141 

RUCO 
Recommended 

S 14,445,067 
$ 9.196.099 
S 1,737,649 
$ 3,511,319 

6 5000% 
S 228.236 
S 3.283.084 
5 7,500 
5 6,250 
5 8.500 
$ 91,650 
S 1,002,348 
$ 1,116,248 
S 1,344.484 

Applicable Federal Income Tax Rate [Col [C]. L46 - Col [AI. L46]/ [Col [C]. L40 - Col [A]. L401 34 0000% 

Synchronized Interest Calculation 
Rate Base 
Weighted Average Cost of Debt 
Synchronized Interest 

$ 52,813,708 
3 29% 

$ 1,737,649 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

Line 

(A) 
Company 
As  Filed 

(B) (C) 
RUCO 

RUCO As Adjusted 
No. Description OCRBlFVRB Adjustments OCRBIFVRB 

1 Gross Utility Plant In Service $ 109,787,648 $ (698,584) $ 109,089,064 

2 Accumulated Depreciation 
3 Net Utility Plant In Service (L1 + L2) 

4 Advances In Aid Of Const. 

5 Contribution In Aid Of Const 
6 Accumulated Amortization Of ClAC 
7 NET CIAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

Deferred Income Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3 , 4 ,  7 , 8  Thru 12) 

References. 
Column (A) Company Schedule B-1 
Column (B) RBM-3 page 1 

References 
Column (A) Company Schedule B-1 
Column (B) RBM-3, Columns (B) Thru (G) 
Column (C) Column (A) + Column (B) 

(19,012,634) (1 9,012,634) 
90,076,430 $ 90,775,014 $ (698,584) $ 

- $  (27,839,315) $ (27,839,315) $ 

$ (30,362) $ (12,566,169) $ (12,596,531) 
1,719,622 1,719,622 

$ (30,362) $ (10,846,547) $ (10,876,909) 

$ (669,926) $ - $  (669,926) 

$ (2,068,654) $ 4,192,082 $ 2,123,428 

$ - $  - $  

$ - $  - $  

$ - $  - $  

$ 60,166,757 $ (7,353,049) $ 52,813,708 



Docket No. W-0121%-12-309 ET AL 
Test Year Ended December 31, 201 1 
12-0312 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Exi 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 WVR SCADA - WVWC 
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 

RED WDC Chl Sys Replacement 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

WVR SCADA Command Sta Imp 

Palo Verde Utilities Company 
Schedule RBM-3 

Page 1 of 2 
RUCO POST TEST YEAR PLANT ADJUSTMENTS 

(A) (4 (C) (D) (E) (F) 

I Company's Initial Filing I I Co. Follow Up Response 
Date Const Included in Date Const Final Costs/ 

Date Const est to be Rate Base Actually as of 
Began Completed Initial Est Completed March 31, 2013 

Aug 201 2 
Jan 2012 

Oct 2012 

Nov 2012 
Nov 2012 
May 2012 

July 2012 
July 2012 
April 2012 
July 2012 
June 2012 

Aug2012 $ 300,742 Dec 2012 $ 240,224 
15,129 April 2012 Jan 2012 6,149 

$ 306,891 $ 255,353 

Oct2012 $ 80,436 Not Started 
$ 80,436 

Dec2012 $ 3,076 Dee 2012 $ 3,501 
Dec 2012 8,625 Jan 201 3 18,693 
June 2012 95,082 Dec 2012 128,934 

$ 106,783 $ 151,128 

July 2012 $ 78,750 In Progress $ 12,027 
July 2012 203,702 In Progress 20,004 

July 2012 136,029 Jan 2013 21,962 
April 2012 182,563 Sept 2012 195,474 

June 2012 71,526 Feb 2013 48,565 
$ 672,570 $ 298,032 

$ (300,742) 
8,980 

$ (291,762) 

$ (80,436) 
$ (80,436) 

$ (3,076) 
(8.625) 

(95,082) 
$ (106,783) 

$ (78,750) 
(203,702) 
(1 82,563) 
(1 36,029) 

(71,526) 
$ (672,570) 

34 
35 References 
36 
37 
38 
39 
40 
41 

Columns (A), (B), (C) - Fleming Testimony pages 21 and 22 Company included in rate base 
Columns (D), ( E ) - Company Response to RUCO Data Request No 2 01 
NOTE (1) See Column (F) The costs for projects not completed and placed in service by June 30, 2012, were adjusted and excluded 

from rate base by RUCO 



Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31, 201 1 
12-0312 

Palo Verde Utilities Company 
Schedule RBM-3 

Page 2 of 2 

RUCO POST TEST YEAR PLANT DEPRECIATION tb AID ADJUSTMENTS 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Ext 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 WVRSCADA-WVWC 
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluonde 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vlsta Fill Line 
19 Pima Road Watedine 
20 
21 SVWDC Optimization 
22 TOTALS 
23 

RED WDC Chl Sys Replacement 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

WVR SCADA Command Sta Imp 

26 P W C  
27 PVUC 
28 PVUC 

30 PVUC WRF Headwolk 
31 Sewer Manhole Reh 

34 

( 4  (6) (C) 
Company 
Initial Filing Company 
Included in Date Const Final Costs/ Company 
Rate Base Actually asof Adjustment Calculated 
Initial Est Completed March 31, 2013 PTY Plant Depreciation 

Calculated Adjustment 

$ 300,742 Dec2012 $ 240,224 $ (300,742) 
6,149 April 2012 15,129 8,980 

$ 306,891 $ 255,353 $ (291,762) $ 15,345 $ 757 $ (14,588) 

$ 80,436 Not Started - $ (80,436) 
$ 80,436 - $ (80,436) $ 4,022 $ - $ (4,022) 

$ 3,076 Dec2012 $ 3,501 $ (3,076) 
8,625 Jan 2013 18.693 (8,625) 

95,082 Dec 2012 128,934 (95,082) 
$ 106,783 $ 151,128 $ (106,783) $ 5,339 $ - $ (5.339) 

$ 78,750 In Progress $ 12,027 $ (78,750) 
203,702 In Progress 20,004 (203,702) 
182,563 Sept 2012 195,474 (182,563) 
136,029 Jan 2013 21,962 (1 36,029) 
71,526 Feb 2013 48,565 (71,526) 

$ 672,570 $ 298,032 $ (672,570) $ 33.629 $ - $ (33,629) 

35 References: 
36 
37 

38 

Columns (A), (6). (C), (D) - See Sch REM-2 
Columns ( E ) - Company Schedules and testimony of Mr. Brett Higgabotham 

NOTE (1): RUCO Depreciation and N D  adiustment calculated as follows: 

39 Column (E) I Column (A) 40.920 
40 818,394 5.00% Depreciation allowance as calculated by Company 
41 
42 Column (A) less Column (D) $ 818.394 
43 
44 
45 

$ 698,584 
$ 119,810 Test Year Plant as proposed by RUCO 

46 Depreciation expense proposed by RUCO $ 5,991 
47 Depreciation expense proposed by Company $ 40,920 
48 
49 related to Post Test Year Plant $ (34,929) 

RUCO proposed depreciation and ND adjustment 
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Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RBM-5 

Page 1 

PLANT SCHEDULES 
YEAR ENDED DECEMBER 31,2011 

(A) (B) (C) (D) (E) 

Plant RUCO 
Line Acct Balance Other Disposals Balance 
No. No Account Description 12/31/2010 Additions Costs 12/31/2011 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

353 
354 354 Structures and Improvements 
355 355 Power Generation Equipment 
360 
361 
363 363 Services to Customers 
364 364 Flow Measuring Devices 
370 370 Receiving Wells 
371 371 Pumping Equipment 
374 374 Reuse Distribution Reservoirs 
375 
380 
381 381 Plant Sewers 
382 382 Ou+tfall Sewer Lines 
389 
390 
391 391 Transportation Equipment 
393 
394 394 Laboratory Equipment 
395 395 Power Operated Equipment 
396 396 Communication Equipment 
397 397 Miscellaneous Equipment 
398 398 Other Tangible Plant 

353 Land and Land Rights 

360 Collection Sewers - Force 
361 Collection Sewers - Gravity 

375 Reuse Transmission and Distribution System 
380 Treatment and Disposal Equipment 

389 Other Plant and Miscellaneous Equipment 
390 Office Furniture and Equipment 

393 Tools, Shop and Garage Equipment 

Total Plant in Service 

186,342 
22,855,163 61,771 

356,501 4,595 
3,857,656 7,659 

47,558,359 226,926 
5,244,342 

23,636 
1,921,877 
3,958,196 80,815 

11,043 22,978 
11,074,139 15,318 
5,846,144 129,431 

78,384 
353,645 

2,264,309 31,256 
402,021 1,153 
170,644 2,878 
106,797 7,453 
24,614 327 
10,320 30,828 
39,288 36,950 

362,822 6,501 
1,592,799 3,372 

$ 108,299,042 $ 670,211 $ - $ - $ 108,969,253 

References: 
Company Schedules and RUCO Data Request 1 .I4 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRBlFVRB Year Plant OCRB/FVRB 

1 Gross Utility Plant In Service 108,969,253 $ 818,395 $ - $  - $ 109,787,648 

2 Accumulated Depreciation 
3 Net Utility Plant In Service (L1 + L2) 

(1 9,0 1 2,634) (1 9,012,634) 
$ 89,956,619 $ 818,395 $ - $  - $ 90,775,014 

4 Advances In Aid Of Const $ (27,839,315) $ - $  - $  - $ (27,839,315) 

5 Contribution In Aid Of Const $ (27,616,063) $ - $ 16,739,152 $ 10,846,549 $ (30,362) 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) $ (27,616,063) $ - $ 16,739,152 $ 10,846,549 $ (30,362) 

8 Customer Meter Deposits $ (669,926) $ - $  - $  - $ (669,926) 

9 Deferred Income Taxes & Credits $ 8,593,041 $ - $ (6,469,574) $ (4,192,121) $ (2,068,654) 

10 Unamortized Finance Charges $ - $  - $  - $  - $  

11 Deferred Regulatory Assets $ - $  - $  - $  - $  

12 Allowance For Working Capital $ - $  - $  - $  - $  

13 TOTAL RATE BASE (Sum L's 3,4 ,7 ,8  Thru 12) $ 42,424,356 $ 818,395 $ 10,269,578 $ 6,654,428 $ 60,166,757 

References: 
Column (A): Company Schedule B-1 
Column (B); Company Schedule 8-2-1 
Column (E); Columns (A) through (D) 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31, 201 1 

Palo Verde Utilities Company 
Schedule RBM-7 

Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (E) 
Actual RUCO RUCO RUCO RUCO 

Line Test Year as Test Year' Test Year As  Proposed As  
No. Description Filed Adjustments Adjusted Changes Recommended 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

Revenues: 
521 Metered Water Revenues 
536 Unmetered Water Revenues 
541 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operating Expenses: 
701 Salaries And Wages - Employees 
71 0 Purchased Water 
715 Purchased Power 
718 Chemicals 
720 Materials And Supplies 
721 Office Supplies and Expense 
731 Contractural Services - Professional 
735 Contractural Services - Testing 
736 Contractural Services - Other 
740 Rents 
742 Rental of Equipment 
750 Transportation Expense 
755 Insurance Expense 
759 Insurance Expense - Other 
765 Regulatory Expense 
767 Rate Case Expense 
770 Bad Debt Expense 
775 Miscellaneous Expense 
403 Depreciation Expense 
403 Depreciation Exp - ClAC Amort 
408 Taxes Other than Income 

408.1 Property Taxes 
409 Income Taxes 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

References: 
Column (A)- 
Column (B): 
Column (C): 
Column (D): 
Column (E): 

$ 12,423,785 $ - $ 12,423,785 $ 1,337,539 $ 13,761,324 
345,001 345,001 345,001 
338,742 338,742 338,742 

$ 13,107,528 $ - $ 13,107,528 $ 1,337,539 $ 14,445,067 

$ 1,472,381 

530,509 
408,431 
114,852 
120,122 
901,541 
40,577 

197,061 
11 9,990 

76,568 
102,147 

112,973 

82,936 
485,687 

3,479,794 
(1,292) 
9,500 

1,064,073 
682,693 

(152,280) $ 1,320,101 

530,509 
408,431 
114,852 
120,122 
901,541 
40,577 

197,061 
11 9,990 

76,568 
102,147 

(48,896) 64,077 

(1 1,624) 71,312 
(1 64,977) 320,710 
(33,629) 3,446,165 
360,178 358,886 

9,500 
(101,341) 962,732 
161,448 844,141 

$ - $ 1,320,101 

530,509 
408,431 
114,852 
120,122 
901,541 
40,577 

197,061 
11 9,990 

76,568 
102,147 

64,077 

71,312 
320,710 

3,446,165 
358,886 

9,500 
30,818 993,550 

500,344 1,344,484 

$ 10,000,543 $ 8,878 $ 10,009,421 $ 531,162 $ 10,540,583 

$ 3,106,985 $ 3,098,107 $ 3,904,484 

Company Schedule C-I 
RLM-7, Columns (B) Thru (I) 
Column (A) +Column (B) 
Revenue From RLM-I, Column (B), Line 8 And Income Tax From RLM-1, Column (B), Line 8 - Line 6 
Column (C) + Column (D) 
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Docket No. SW-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RBM-10 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATECASEEXPENSE 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L34) 

Palo Verde Utilities Company 

39.87% 

$ 167,067 

Amortization Period - 3 years 3 

RUCO Adjusted Rate Case Expense (L5 / L7) $ 55,689 

Company Amortized Rate Case Expense for Palo Verde as Filed ( Sch. C-2.2) $ 104,585 

RUCO Pro Forma Rate Case Expense (L9 - L11) 

RUCO Adjustment 

RUCOs Rate Case Expense Adjustment Calculation: 
Decision No. 71 878, dated September 15, 201 0, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 201 0 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) 

Allocation Factor Based on System Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total System Revenud and Percentages 

4.75% 

$ 419,000 

$ (368,174) 

Operatino 
Revenue 

10,705,825 
4,940,530 

717,230 
214,736 
479,427 

$ 1  

Company 
Amortized 

39.87% $104,585 
37.41% 105,801 
17.26% 35,298 
2.51% 9,923 
0.75% 2,140 
1.68% 4,142 

%t of Total Amt. 

$ (48,896) 

$ (48,896) 

Adiustment by 
System 

$ (48,896) 
(53,558) 
(1 1,189) 
(6,423) 
(1,092) 
(1,802) 

151,196 0.53% 502 236 
$ 28,620,876 100.00% $262,391 $ (1 22,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inf1ation.com 

http://Inf1ation.com
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INTENTIONALLY LEFT BLANK 

Palo Verde Utilities Company 
Schedule RBM-11 

Page 1 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

Palo Verde Utilities Company 
Schedule RBM-12 

Page 1 

(A) (B) (C) (D) (E) 

Plant RUCO 
Line Acct Balance Other Disposals Balance 
No. No Account Description 12/3 1 /20 1 0 Additions Costs 12/31/2011 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

353 
354 
355 
360 
361 
363 
364 
370 
371 
374 
375 
380 
381 
382 
389 
390 
391 
393 
394 
395 
396 
397 
398 

353 Land and Land Rights 
354 Structures and Improvements 
355 Power Generation Equipment 
360 Collection Sewers - Force 
361 Collection Sewers - Gravity 
363 Services to Customers 
364 Flow Measuring Devices 
370 Receiving Wells 
371 Pumping Equipment 
374 Reuse Distribution Reservoirs 
375 Reuse Transmission and Distribution System 
380 Treatment and Disposal Equipment 
381 Plant Sewers 
382 Outfall Sewer Lines 
389 Other Plant and Miscellaneous Equipment 
390 Office Furniture and Equipment 
391 Transportation Equipment 
393 Tools, Shop and Garage Equipment 
394 Laboratory Equipment 
395 Power Operated Equipment 
396 Communication Equipment 
397 Miscellaneous Equipment 
398 Other Tangible Plant 

Total Plant in Service 

RUCO calculated depreciation on an account by account 
basis assuming that there are no fully depreciated assets. 
The Company calculates depreciation expense on each 
individual asset and when the asset if fully depreciated than 
depreciation expense is no longer calculates. RUCO 
ACCEPTS THE COMPANY DEPRECIATION FOR TEST YEAR. 

22,855,163 
356,501 

3,857,656 
47,558,359 

5,244,342 
23,636 

1,921,877 
3,958,196 

11,043 
11,074,139 
5,846,144 

78,384 
353,645 

2,264,309 
402,021 
170,644 
106,797 
24,614 
10,320 
39,288 

362.822 

61,771 
4,595 
7,659 

226,926 

80,815 
22,978 
15,318 

129,431 

31,256 
1,153 
2,878 
7,453 

327 
30,828 
36,950 

6,501 

- $  
761,180 

8,918 
96,451 

1,584,071 
349,798 

473 
96,094 

495,280 
406 

245,863 
1 17,052 

2,610 
29,459 
45,317 
26,819 
11,392 
7,148 
8,209 
2,372 
1,645 

18,157 
1,592,799 3,372 159,297 

$ 108,112,700 $ 670,211 $ - $ - $ 4,068,011 

References: 
Company Schedules B-I and RUCO Data Request 1.14 
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Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RMB-13 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

(A) (B) (C) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, AS FILED BAD DEBT ADJUSTMENT 
COMPANY TEST YEAR COMPANY ACTUAL RUCO 

No. System EXPENSE REVENUE CHG. WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,20 10,729 2,936 ,312 
4 
5 Greater Tonopah 4,930 (161) 4,769 3,751 (1,018) 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 
10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821) 
12 

13 Northern Scottsdale 2,281 2,281 
$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31, 201 1 

Line 

OPERATING INCOME ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

Palo Verde Utilities Company 
Schedule RBM-14 

Page 1 of 1 

(A) (B) 
COMPANY RUCO 

(C) 
RUCO 

ADJUSTMENT AS ADJUSTED Acct. SLECTED 
- No. Expense No. EXPENSES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 80101 $ 95,796 $ (47,898) $ 47,898 

Bonuses Operations 801 07 1,160 (580) 580 

Deferred Compensation 80500 293,306 (293,306) 

Employee Hiring & Moving 80901 80,264 (40,132) 40,132 

Total $ 470,526 $ (381,916) $ 88,610 

Allocation Factor (24) 39.873% 

Palo Verde Utilities Co. $ (152,280) 

Personnel Expense as Filed $ 1,320,101 

RUCO Pro Forma Expense (BI 5 + B13) $ 1,167,820 

RUCO Adjustment (817-815) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co. 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total Revenue Percentages 

$ (152,280) 

Adiustment bv 
Operatinu Revenue Percent of Total Svstem 

39.873% $ (152,28 
10,705,825 37 406% (1 42,858) 
4,940,530 17 262% (65,926) 

717,230 2 506% (9,571) 
214,736 0 750% (2,865) 
479,427 1675% (6,397) 
1 51 ,I 96 0.528% (2,018) 

28,620,876 100.00% $ (381,916) 

References: 
Column (A) -- RUCO DR 1.08 
Column (C) -- Company Schedules C-2 
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Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

LINE 
NO. Prooertv Tax Calculation 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 / L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus 10% of CWlP Per Company Schedule E 
Less Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 * L13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis W/P) 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (L16-Ll7) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

Palo Verde Utilities Company 
Schedule RBM-16 

Page 1 

[AI PI 

RUCO RUCO 
AS ADJUSTED RECOMMENDED 

$ 13,107,528 $ 13,107,528 
2 2 

$ 26,215,056 $ 26,215,056 
13,107,528 

~ 

14,445,067 
$ 39,322,584 $ 40,660,123 

~ 

3 3 
$ 13,107,528 $ 13,553,374 

2 2 
$ 26,215,056 $ 27,106,749 

1,648,165 1,648,165 
7,190 7,190 

28,747,724 $ 27,856,031 $ 
19.0% 19.0% 

$ 5,292,646 $ 5,462,067 
18.1900% 18.1900% 

$ 962,732 
1,064,073 

$ (101,341) 
$ 993.550 

962,732 
$ 30,818 

$ 30,818 
1,337,539 
2.30407% 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31, 201 1 

Palo Verde Utilities Company 

Page 1 
RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Line 
- No. Description Amount 

1 
2 
3 
4 
5 

Total Adjusted Test Year Income Tax Expense As Filed by Company - RBM-7 Col (A) Ln 27 

Total Adjusted Test Year Income Tax Expense Per RUCO RBM-7 Col (C) Ln 27 

$ 682,693 

844,141 

6 
7 

RUCO Adjusted Test Year Income Tax Expense Adjustment $ 161,448 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RBM-18 

Page 1 

COST OF CAPITAL 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ - $  - $  0.00% 0.00% 0.00% 

2 Long-term Debt $ 62,047,253 $ - $ 62,047,253 51.73% 6.36% 3.29% 

3 Common Equity $ 57,892,796 $ - $ 57,892,796 48.27% 8.50% 4.10% 

4 TOTAL CAPITAL $ 119,940,049 $ - $ 119,940,049 100.00% 

5 COST OF CAPITAL 7.39% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31, 201 1 

SCH. PAGE 

Santa Cruz Water Company 
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Global Utilities 
Docket No. W-O1212A-12-309 et al 
Test Year Ended December 31,201 1 

REVENUE REQUIREMENT 

Santa Cruz Water Company 
Schedule RBM-1 

Page 1 of 2 

(A) (B) 
Company RUCO 

Line OCRBIFVRB OCRB/FVRB 
No. Description cost cost  

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 / L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ 38,014,243 

$ 1,675,030 

4.41 % 

$ 3,341,452 

8.79% 

$ 1,666,422 

1.6371 

$ 33,994,203 

$ 1,666,872 

4.90% 

$ 2,537,188 

7.46% 

$ 870,315 

1.6709 

$ 10,463,460 

$ 13,191,513 

26.07% 

11.44% 

I $ 1,454,179 I 
$ 10,463,460 

$ 11,917,639 

13.90% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (5): RUCO Schedule RBM-2, RBM-6 and RBM-10 



Global Utilities 
Docket No W-01212A-12-309 et al 
Test Year Ended December 31,201 1 
12-031 5 

GROSS REVENUE CONVERSION FACTOR/ INCOME TAX CALCULATION 

LINE M 
- NO 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

52 

53 

54 
55 
56 
57 

DESCRIPTION 

Calculation of Gross Revenue Conversion Factor 
Revenue 
Uncollecible Factor 
Revenues (L1 - L2) 
Combined Federal and State Income Tax and Property Tax Rate (L23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I L5) 

Calculation of Uncollecttible Factor 
Unity 
Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (L7 -LE) 
Uncollectible Rate 
Uncollectible Factor (L9 * LIO) 

Calculation of Effective Tax Rate 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (LIZ - L13) 
Applicable Federal income Tax Rate (Col [C] L53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Property Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (Col [B]. L17) 
One Minus Combined Income Tax Rate (L18-LI9) 
Property Tax Factor (Sch REM-16, Col. [B], L24) 
Effective Property Tax Factor (120 x L21) 
Combined Federal and State Income Tax and Property Tax Rate (Col (B), L17 + L22) 

Required Operating Income (Sch RBM-1, Col (B) L7) 
Adlusted Test Year Operating Income (Loss) (Sch RBM-I. Col (E) L3) 
Required Increase in Operating Income (L24 - 125) 

Santa Cruz 
REM-I 

Page 2 of 2 

100 0000% 
0 4326% 

99 5674% 
397181% 
59 8493% 
1670864 

100 0000% 
38 2900% 
61 7100% 

0 00701 
0 4326% 

100 0000% 
6 5000% 

93 5000% 
34 0000% 
31 7900% ____ 

38 2900% 

100 0000% 
38 2900% 
61 7100% 
2 3142% 

~ 

14281% 
397181% 

$ 2,537,188 
1.666.872 

$ 870,315 

Recommended Revenue Requirement (Sch RBM-1. Coi (E), L30 
Uncollectible Rate (LIO) 
Uncolllectible Expense on Recommended Revenue (L30 x L31) 
Adlusted Test Year Uncollectible Expense(Sch. REM-8. Col (K). L19) 
Required Increase in Revenue to Provide for Uncollectible Exp (L32 - L33) 

Property Tax with Recommended Revenue (Sch RBM -8. Col (K). L24) 
Property Tax on Test Year Revenue (Sch REM-16) 
Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
Total Required Increase in Revenue (Col [B], L26 + L29 + L34 + L37) 

Income Taxes on Recommended Revenue (Col [C]. L52) $ 817.864 
Income Taxes on Test Year Revenue (Col (A), L52) 277.848 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 540,016 

Calculation of Income Tax 
Revenue (Sch.RBM-7 Col [C] L4 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col [Cl, L57) 
Anzona Taxable Income (L39 - L40 - L41) 
Anzona State Income Tax Rate 
Anzona Income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 - $50.000) @ 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$lO,OOO.OOO) @ 34% 
Total Federal Income Tax 

S 11,917.639 
0.00701 

$ 83,553 
$ 73.358 

10,195 

$ 845.341 
81 1,688 

33,653 
$ 1,454,179 

Test RUCO 
Year Recommended 

$ 10,463,460 $ 1,454,179 $ 11,917,639 
I 8,518,740 $ 8,562.587 
s 1,219,079 $ 1,219,079 
S 725,642 $ 2,135,973 

6 5000% 
9 47,167 
-$ 678.475 
$ 7.500 
$ 6.250 
$ 8,500 
$ 91,650 
$ 116,781 
$ 230,681 

6 5000% 
$ 138,838 
$ 1,997,135 
$ 7,500 
$ 6.250 
$ 8.500 
$ 91.650 
$ 565,126 
$ 679,026 

Combined Federal and State Income Tax (L44 + L51) $ 277,848 $ 817,864 
~ 

Applicable Federal Income Tax Rate [Col IC], L46 - Col [AI 1461 / [Col [C]. L40 - Col [AI. L401 34 0000% 

Synchronized Interest Calculation 
Rate Base 
Weighted Average Cost of Debt 
Synchronized Interest 

$ 33,994,203 
3 59% 

$ 1,219,079 
~ 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31, 201 1 

Santa Cruz Water Company 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

Line As Filed Post Test ClAC Related Non ClAC Related As Adjusted 
OCRBIFVRB 

$ 90,084,629 
No Description OCRBIFVRB Year Plant to ICFAs to ICFAs 

$ 90,376,391 $ (291,762) Gross Utility Plant In Service 1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Accumulated Depreciation 
Net Utility Plant In Service (L1 + L3) 

Advances In Aid Of Const. 

Contribution In Aid Of Const 

NET ClAC (L8 + L9) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes & Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 4,6,10-20) 

(19,047,719) (19,047,719) 
$ 71,328,672 $ (291,762) $ 71,036,910 

$ (33,414,961) $ (33,414,961) 

$ (77,293) $ (7,387,598) $ (7,464,891) 
1,317,459 $ 1,317,459 

$ (77,293) $ - $ (6,070,139) $ (6,147,432) 

$ (1.193.499) $ 

$ 1,371,325 $ - $ 2,341,860 

$ - $  

$ - $  

$ - $  

$ (1,193,499) 

$ 3,713,185 

$ 

$ 

$ 

$ 38,014,244 $ (291,762) $ (3,728,279) $ 33,994,203 

References: 
Column (A) Company Schedule B-1 
Column (E) RBM-3 page 1 



Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31, 201 1 
12-0312 

Santa Cruz Water Company 
Schedule RBM-3 

Page 1 of 1 
RATE BASE ADJUSTMENT NO. 1 

RUCO POST TEST YEAR PLANT ADJUSTMENTS 

I I 
Adjustment 

Company's initial Filing Co. Follow Up Response 
Date Const Included in Date Const Final Costs/ 

Date Const est to be Rate Base Actually as of 
Besan Completed Initial Est Completed March 31. 2013 

1 

3 
4 $ (291,762) 

2 $ 

5 
6 Willow Valley Water Company 
7 WVR SCADA - WVWC 
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

WVR SCADA Command Sta Imp 

Oct2012 Oct2012 $ 80,436 Not Started $ (80,436) 
$ 80,436 $ (80,436) 

Nov 2012 
Nov 2012 
May 2012 

Dec 2012 
Dec 2012 
June 2012 

$ 3,076 Dee 2012 $ 3,501 
8,625 Jan 2013 18,693 

95,082 Dec 2012 128,934 
$ 106,783 $ 151,128 

$ (3,076) 
(8,625) 

(95,082) 
$ (106,783) 

July 2012 
July 2012 
April 2012 
July 2012 
June 2012 

July 2012 
July 2012 
April 2012 
July 2012 
June 2012 

$ 78,750 In Progress $ 12,027 
203,702 In Progress 20,004 

136,029 Jan 2013 21,962 
71,526 Feb 2013 48,565 

$ 672,570 $ 298,032 

182,563 Sept 2012 195,474 

$ (78,750) 
(203,702) 
(1 82,563) 
(1 36,029) 
(71,526) 

$ (672,570) 
23 
24 Global Water - Palo Verde Utilities 

26 PVUC In Pipe Odor Control Mar 2012 June 2012 52,022 Nov 2012 57,397 Note (1) (52,022) 
27 PVUC Lagoon Clean Closure April 2012 July 2012 406,949 Dec2012 543,461 Note (1) (406,949) 
28 PVUCPEQB April 2012 July 2012 12,564 Dec 2012 48,475 Note (1) (12,564) 

(6,408) 29 SRW MH Rehab and LS Imp Ph I Dec 2010 Feb 2012 6,408 Dec 2012 
30 PVUC WRF Headworks Rehab Sept 2012 Sept 2012 69,132 Dec 2012 84,155 Note (1) (69,132) 
31 Sewer Manhole Rehab oci 2012 Oct 2012 66,509 Dec 2012 68,199 Note (1) (66,509) 
32 Edison Rd Sewer Ln Ext Aug 2012 Aug 2012 85,000 Dec 2012 110,734 Note(1) (85,000) 
33 $ 818,394 $ 1,035,526 $ (698,584) 
34 
35 References: 
36 
37 
38 
39 
40 
41 

25 Campus I WRF Ph 3 Exp Nov2008 June2012 $ 119,810 Dec 201 1 $ 119,810 $ 

3,295 Note (1) 

Columns (A), (B), (C) - Fleming Testimony pages 21 and 22. Company included in rate base. 
Columns (D), ( E )-Company Response to RUCO Data Request No. 2.01 
NOTE (1): See Column (F) The costs for projects not completed and placed in service by June 30, 2012, were adjusted and excluded 

from rate base by RUCO 



Docket No W-01212A-12-309 ET AL 
Test Year Ended December 31, 201 1 
12-0312 

1 Global Water - Santa CN 

5 
6 Willow Valley Water Company 
7 W V R S C A D A - W C  
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluonde 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 
23 
24 Global Water. Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PVUC In Pipe Odor Control 
27 PVUC Lagoon Clean Closure 
28 PVUCPEQB 
29 
30 PVUC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 
34 
35 References 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

WVR SCADA Command Sta Imp 

SRW MH Rehab and LS Imp Ph I 

Edison Rd Sewer Ln Ext 

Santa Cruz Water Company 
Schedule RBM-3 

Page 2 of 2 
RATE BASE ADJUSTMENT NO. 2 

RUCO POST TEST YEAR PLANT DEPRECIATION & AID ADJUSTMENTS 

(A) (B) (C) (D) (E) (F) (G) 
Company 

Initial Filing Company 
Included in Date Const Final Costs/ I RUCO I Company RUCO r m  

Calculated Adjustment 
Initial Est ComDleted 

Rate Base Actually 

$ 80,436 Not Started - $ (80,436) 
$ 80,436 - $ (80,436) $ 4,022 $ - $ (4,022) 

$ 3.076 Dec2012 $ 3,501 $ (3,076) 
8.625 Jan 2013 18,693 (8.625) 

95.082 Dec 2012 128,934 (95,082) 
$ 106.783 $ 151,128 $ (106,783) $ 5,339 $ - $ (5,339) 

$ 78,750 In Progress $ 12,027 $ (78,750) 
203,702 In Progress 20,004 (203,702) 
182,563 Sept 2012 195.474 (1 82,563) 
136.029 Jan 2013 21.962 (1 36,029) 
71.526 Feb 2013 48.565 (71,526) 

$ 672,570 $ 298,032 $ (672,570) $ 33,629 $ - $ (33,629) 

Note (1) 
$ 119.810 DecPOll $ 119,810 $ 

52,022 Nov 2012 57,397 (52,022) 
406.949 Dec 2012 543,461 (406,949) 

12.564 Dec2012 48,475 (12,564) 
6,408 Dec 2012 3,295 (6,408) 

69,132 Dec2012 84.155 (69,132) 
66,509 Dec 2012 68,199 (66,509) 
85,000 Dec 2012 110.734 (85.000) 

$ 818,394 $ 1,035,526 $ (698.584) $ 40,920 $ 5,991 $ (34,929) 

36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

Columns (A), (B), (C). (D) - See Sch RBM-2 
Columns ( E ) - Company Schedules and testimony of Mr. Brett Higgabotham 

NOTE (1): RUCO Depreciation and AID adjustment calculated as follows: 

Column (E) / Column (A) 
306,891 5.00% Depreciation allowance as calculated by Company 

Column (A) less Column (D) $ 306,891 
$ 291,762 

$ 15.129 Test Year Plant as proposed by RUCO 

Depreciation expense proposed by RUCO $ 757 
Depreciation expense proposed by Company $ 15,345 
RUCO proposed depreciation and AID adjustment 

related to Post Test Year Plant $ (14,588) 
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Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Santa Cruz Water Company 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Test Year Post Test BLANK BLANK Adjusted Line 
No. Description OCRB/FVRB Year Plant OCRBIFVRB 

- $ 90,376,391 1 Gross Utility Plant In Service 90,069,499 $ 306,892 $ - $  

2 Accumulated Depreciation 
3 

4 

Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const. 

5 Contribution In Aid Of Const. 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

Deferred Income Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3 ,4 ,7 ,8  Thru 12) 

(19,047,719) (19,047,719) 
$ 71,021,780 $ 306,892 $ - $  - $ 71,328,672 

$ (33,414,961) $ - $  - $  - $ (33,414,961) 

$ (26,299,864) $ - $ 20,152,432 $ 6,070,139 $ (77,293) 

$ (26,299,864) $ - $ 20,152,432 $ 6,070,139 $ (77,293) 

$ (1,193,499) $ - $  - $  - $ (1,193,499) 

$ 11,487.555 $ - $ (7,774,472) $ (2,341,758) $ 1,371,325 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ 21,601,011 $ 306,892 $ 12,377,960 $ 3,728,381 $ 38,014,244 

References: 
Column (A): Company Schedule B-1 
Column (B); Company Schedule B-2-1 
Column (E), Columns (A) through (D) 
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Santa Cruz Water Company 
Schedule RBM-7 

Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

(A) (B) (C) (0) (E) 
Actual RUCO RUCO RUCO RUCO 

Line Test Year as Test Year' Test Year As  Proposed As  
No. Description Filed Adjustments Adjusted Changes Recommended 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 

13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

Revenues: 
461 Metered Water Revenues 
460 Unmetered Water Revenues 
474 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operating Expenses: 
601 
610 
615 
618 
620 
621 
630 
635 
636 
641 
650 
657 
659 
666 
670 
675 
403 
403 
408 
408.1 
409 

Salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Materials And Supplies 
Office Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Contractural Services - Other 
Rental of Building / Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm Exp - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Amort 
Taxes Other than Income 
Taxes Other that Income - Property 
Income Taxes 

Total Operating Expenses 

Operating Income (Loss) 

$ 10,083,750 $ - $ 10,083,750 $ 1,454,179 $ 11,537,929 

379,710 379,710 379,710 
$ 10,463,460 $ - $ 10,463,460 $ 1,454,179 $ 11,917,639 

$ 1,268,835 

768,901 
53,341 
47,783 
90,035 

1,053,640 
32,871 

121,973 
67,733 
74,487 
26,232 

105,801 
53,925 

373,190 
3,617,417 

40,010 
897,129 
98,898 

(3.770) 

(142,858) 

(53,558) 
19,433 

(194,371) 
14,588 

271,414 

(85,441) 
178,950 

$ 1,125,977 

768,901 
53,341 
47,783 
90,035 

1,053,640 
32,871 

121,973 
67,733 
74,487 
26,232 
52,243 
73,358 

178,819 
3,632,005 

267,644 
40,010 

811,688 
277,848 

10,195 

33,653 
540,016 

$ 1,125,977 

768,901 
53,341 
47,783 
90,035 

1,053,640 
32,871 

121,973 
67,733 
74,487 
26,232 
52,243 
83,553 

178,819 
3,632,005 

267,644 
40,010 

845,34 1 
817,864 

$ 8,788,431 $ 8,157 $ 8,796,588 $ 583,864 $ 9,380,451 

$ 1,675,029 $ 1,666,872 $ 2,537,188 

References: 
Column (A): Company Schedule C-I 
Column (E): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) +Column (B) 
Column (D): Sch. RBM-1, Column (B), L8: Sch REM-1 page 2 L52 
Column (E), Column (C) +Column (D) 
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Docket No. SW-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Santa Cruz Water Company 
Schedule RBM-10 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

(A) (B) (C) 
Line COMPANY RUCO RUCO 

No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L31) 37.41 % 

Santa Cruz Water Company $ 156,730 

Amortization Period - 3 years 3 

RUCO Adjusted Rate Case Expense (L5 / L7) $ 52,243.23 

Company Amortized Rate Case Expense for Santa Cruz as Filed ( Sch. C-2.2) $ 105,801 

RUCO Pro Forma Rate Case Expense (L9 - L11) $ (53,558) 

RUCO Adjustment 

RUCOs Rate Case Expense Adjustment Calculation: 
Decision No. 71878, dated September 15, 2010, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Allocation Factor Based on Svstem Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total System Revenud and Percentages 

Operatinq 
Revenue 

$ 11,411,932 
10,705,825 
4,940,530 

717,230 
214,736 
479,427 

Company 
Amortized 

39 87% $104,585 
37.41% 105,801 
1726% 35,298 
2 51% 9,923 
0.75% 2,140 
168% 4,142 

%t of Total Amt. 

$ (53,558) 

Adiustment bv 
System 

$ (48,896) 
(53,558) 
(1 1 ,I 89) 
(6,423) 
(1,092) 
(1,802) 

1 51 ,I 96 0.53% 502 236 
$ 28,620,876 100.00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inf1ation.com 



Global Utilities 
Docket No. W-O1212A-12-309 et al 
Test Year Ended December 31, 201 1 

INTENTIONALLY LEFT BLANK 

Santa Cruz Water Company 

Page 1 
RBM-11 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31, 201 1 

Santa Cruz Water Company 
Schedule RBM-I2 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

(A) (B) (C) (D) (E) (F) (G) 
Company 

Plant RUCO Reported 
Line Acct Prior Dec Balance Other Disposals Depreciation Depreciation 
No. No Account Description Dep Rate 12/31/2010 Additions Costs Expense Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
I 28 

303 
304 

306 
307 
308 
309 
31 0 
31 1 
320 

330.1 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
340 

390.1 
396 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Calculated Depreciation Expense 

Company Reported Depreciation Expense 

Adjustment for Post Test Yr. Plant Depreciation 
RUCO Adjusted Test Year Depreciation Expense 

References: 
Column A ' Order 71078 
Column B . RUCO Schedule RBM-5.4 
Column C, D. E : RUCO DR 1.14 
Column F : ( A x  B)+((C:E) 'A'.5)) 
Column (G) Depreciation Expense as Reported by Company 
Line 34: Company Schedule 52.1 and RUCO Schedule RBM 3.2 

0.00% $ 45,508 
3.33% $ 9,564,365 
2.50% 
2.50% 1,855 
3.33% $ 3,708,260 
6.67% 
2.00% $ 2,184,243 
5.00% $ 324,152 
12.50% $ 6,646,169 
3.33% $ 12,554 
2.22% $ 1,373,591 
2.00% $ 44,370,337 
3.33% $ 4,645,137 
8.33% $ 3,737,686 
2.00% $ 4,315,994 
6.67% $ 11,662 
6.67% $ 722,621 
6.67% $ 508,378 
33.33% $ 52,996 
20.00% $ 576,093 
4.00% 
500% $ 70,383 
10.00% $ 103,063 
5.00% $ 60,372 
10.00% $ 616,104 
10.00% $ 82,937 
10.00% $ 5,141,673 
33.33% 
33.33% 

17.338 
1,739 

751,217 

156,531 
803 

136,373 
14,541 
4,683 

28,246 
303 

60,669 

3,482 
1,480 

(3,096) 
9,102 

1,742 

13,609 
2,290 

11,131 

318,522 

46 
135,993 

45,250 
16,228 

839,295 
660 

30,546 
887,689 
154,688 
313,647 

86,205 
894 

48,246 
33,909 
17,147 

116,129 

3,563 
10,306 
3,019 

62,291 
8,408 

514,167 

1,855 

319,091 

136,019 

45,299 
21,311 

770,239 
1,850 

45,791 
883,922 
154,710 
325,467 

86.300 
954 

16,524 
23,957 
98,655 
54,349 

3,569 
10,396 
3,018 

76,005 
9,145 

512,957 

2,545 

$ 3,648,703 $ 3,602,073 

$ 3,602,073 

14,588 
3,616,661 

NOTE: (1) Company calculated depreciation expense on an asset by asset basis and 
when an item is fully depreciated no additional depreciation expense is calculated. 
Therefore, RUCO accepted Company's calculation. 
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Line 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

Santa Cruz Water Company 
Schedule RMB-13 

Page 1 

(A) (B) (C) (D) (E) 
COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 

No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 
4 
5 Greater Tonopah 4,930 (1 61 1 4,769 3,751 (1,018) 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 Santa Cruz 55,174 249) 53,925 73,358 ,433 
10 
11 Willow Valley 8,422 (1 71) 8,251 4,430 (3,821) 
12 
13 Northern Scottsdale 2,281 2,281 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Santa Cruz Water Company 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

(A) (B) (C) 
COMPANY 

Line Acct SELECTED RUCO RUCO 
No. Expense No. EXPENSES ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 

Bonuses Operations 

Deferred Compensation 

Employee Hiring & Moving 

Total 

Allocation Factor (L23) 

Santa Cruz Water Company Allocation 

Personnel Expense as Filed 

RUCO Pro Forma Expense (L15 + L13) 

RUCO Adjustment (L17-L15) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co. 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total Revenue Percentages 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

37 406% 

$ (142,858) 

$ 1,268,835 

$ 1,125,977 

$ (142,858) 

Adrustment by 
Operatins Revenue Percent of Total System 

11,411,932 39 873% $ (152,280) 
10,705,825 37.406% 2,858) 

(65,926) 
71 7,230 2 506% (9,571) 
214,736 0 750% (2,865) 
479,427 1 675% (6,397) 
151,196 0 528% (2,018) 

28,620,876 100 00% $ (381,916) 

4,940,530 17.262% 

References: 
Column (A) -- RUCO DR 1.08 
Column (C) -- Company Schedules C-2 
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Test Year Ended December 31, 201 1 
12-031 4 

LINE 
NO. 

1 
2 
3 
4a 
4b 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 

16 
17 

a 

l a  
19 
20 
21 

22 
23 
24 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

Property Tax Calculation 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 / L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X La) 
Plus: 10% of CWlP Per Company Schedule E 
Less' Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L l l )  
Assessment Ratio 
Assessed Value (L12 * L13) 
Composite Property Tax Rate 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-1 Schedule) 

RUCO Test Year Adjustment (L16-Ll7) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

Santa Cruz 
Schedule RBM-16 

Page 1 

[AI [Bl 

RUCO RUCO 
AS ADJUSTED RECOMMENDED 

$ 10,463,460 $ 10,463,460 
2 2 

$ 20,926,920 $ 20,926,920 
10,463,460 

~ 

11,917,639 
~ 

$ 31.390.380 $ 32,844,559 
3 3 

2 2 
$ 10,463,460 $ 10,948,186 

$ 20,926,920 $ 2i.ag6.373 
2.492,6oa 2,492.60a 

$ 23.3a2,aza $ 24,352,281 

i a 2700% i a  2700% 

$ 81 1,688 
897,129 

$ (85,441) 

36,699 36,699 

19 0% 19 0% 
$7 4,442,737 $ 4,626,933 

$ 845,341 

$ 33,653 

$ 33,653 
1,454.1 79 
0 023142 

a i  1,688 
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OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Santa Cruz Water Company 

Page 1 
RBM-17 

Line 
No Description Amount 
1 
2 
3 
4 
5 

Total Adjusted Test Year Income Tax Exp. As Filed by Company (RBM-8 Col (A) Ln 25) 

Total Adjusted Test Year Income Tax Expense Per RUCO (RBM-1(2), Col (A) Ln 52 

$ 98,898 

277,848 

178,950 6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 
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COST OF CAPITAL 

Santa Cruz Water Company 
Schedule RBM-18 

Page 1 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ - $  - $  0.00% 0.00% 0.00% 

2 Long-term Debt $ 50,745,824 $ - $ 50,745,824 54.50% 6.58% 3.59% 

3 Common Equity $ 42,364,815 $ - $ 42,364,815 45.50% 8.50% 3.87% 

4 TOTAL CAPITAL $ 93,110,639 $ - $ 93,110,639 100.00% 

5 COST OF CAPITAL 7.46% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT 

(A) (B) 
Company RUCO 

OCRB/FVRB Line OCRB/FVRB 
No. Description cost cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L2 I L1) 

Required Operating Income (L5 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (RLM-1, Pg 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 I L9) 

Rate Of Return On Common Equity 

$ 2,323,476 

$ (263,809) 

-1 1.35% 

$ 238,621 

10.27% 

$ 502,430 

1.6389 

I$ 823,425 

$ 4,940,316 

$ 5,763,741 

16.67% 

11.44% 

$ 1,650,906 

$ 14,305 

0.87% 

130,642 $ 

7.91% 

$ 116,337 

1.5169 

1- 
$ 4,924,303 

$ 5,100,775 

3.58% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31, 201 1 

Valencia Water Company, Inc. -Town  Division 
RBM-1 

Page 2 of 2 

GROSS REVENUE CONVERSION FACTOR/ INCOME TAX CALCULATION 

LINE 
DESCRIPTION [A] [B] [C] 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 
57 

Calculation of Gross Revenue Conversion Factor 
Revenue 
Uncollecible Factor 
Revenues (L1 - L2) 
Combined Federal and State Income Tax and Property Tax Rate (L23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I L5) 

Calculation of Uncollecnible Factor 
Unity 
Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (17 - L8) 
Uncollectible Rate 
Uncollectible Factor (L9 * LIO) 

Calculation of Effective Tax Rate 
Operating Income Before Taxes (Anzona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (LIZ - L13) 
Applicable Federal Income Tax Rate (Col [C] L53) 
Effective Federal Income Tax Rate (114 x L15) 
Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Property Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (Col [E]. L17) 
One Minus Combined Income Tax Rate (LIS-119) 
Property Tax Factor (Sch REM-16, Col [E]. 124) 
Effective Property Tax Factor (L20 x L21) 
Combined Federal and State Income Tax and Property Tax Rate (Col. (5). L17 + L22) 

Required Operating Income (Sch REM-1, Col (E) L7) 
Adjusted Test Year Operating Income (Loss) (Sch REM-1, Col (E) L3) 
Required Increase in Operating Income (L24 - L25) 

Income Taxes on Recommended Revenue (Col [C], L52) 
Income Taxes on Test Year Revenue (Col. (A), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Sch RBM-I. Col. (6).  L30 
Uncollectibie Rate (110) 
Uncolllectible Expense on Recommended Revenue (L30 x L31) 
Adjusted Test Year Uncollectible Expense(Sch RBM-8. Col (K), L31) 
Required Increase in Revenue to Provide for Uncollectible Exp (L32 - L33) 

Property Tax with Recommended Revenue (Sch RBM -8, Col (K). L36) 
Property Tax on Test Year Revenue (Sch RBM-8, Col (Q), L32) 
Increase in Property Tax Due to Increase in Revenue (135 - 36) 
Total Required Increase in Revenue (Col [Bj, L26 + L29 + L34 + L37) 

Calculabon of Income Tax 
Revenue (Sch REM-7 Col [C] L4 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col [C], L57) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State Income Tax Rate 
Arizona Income Tax (L42 x 143) 
Federal Taxable Income (142 - L44) 
Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335.000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$10.000.000) @ 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

100 0000% 
0 3348% 

99 6652% 
33 7413% 
65 9239% 
1516900 

100 0000% 
6 5000% 

93 5000% 
27 9580% 
26 1407% 

32 6407% 

100 0000% 
32 6407% 
67 3593% 

16340% 
11007% 

33 7413% 

$ 130,642 
14,305 

$ 116,337 

$ 53,906 
(2.468) 

56,374 

$ 5,100,775 
0 00497 

$ 25,349 
$ 24.472 

877 

$ 249,714 
246.830 

2,884 
$ 176.472 

Test 
Year 

$ 4,924,303 $ 
$ 4,912,466 
$ 20,097 
$ (8.260) 

6 5000% 
$ (537) 
$ (7,723) 
$ (1.931) 
s 
$ 
$ 
$ 
$ (1.931) $ 43.217 
$ (2,468) $ 53,906 

RUCO 
Recommended 

176,472 $ 5,100,775 
$ 4,916,227 
$ 20,097 
$ 164,451 

6.5000% 
$ 10,689 
$ 153,762 
$ 7,500 
$ 6,250 
$ 8.500 
$ 20.967 
$ 

Applicable Federal Income Tax Rate [Col. [Cl. L46 - Col [A], L46j I [Col [C], L40 - Col. [A], L40] 27.9580% 

Svnchronized Interest Calculation 
Rate Base 
Weiahted Averaqe Cost of Debt 

$ 1,650,906 
122% 

$ 20,097 



Global Utilities 
Docket No. W-20445A-12-0309 et ai 
Test Year Ended December  31,201 1 

Valencia Water Company - Town Division 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (C) 
Company Adj No. 1 Adj No. 2 Adj No. 3 RUCO 
As Filed Post Test Accumulated BLANK As Adiusted Line 

No. Description OCRBlFVRB Year Plant Depreciation OCRB~FVRB 
1 Gross Utility Plant In Service $ 53,624,734 $ (672,570) $ $ 52,952,164 

2 
3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

13 

Accumulated Depreciation 
Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const. 

Contribution In Aid Of Const. 

NET ClAC (L5 + L6) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes & Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE EASE (Sum L's 3 , 4 , 7 , 8  Thru 12) 

(9,419,952) (9,419,952) 
$ 44,204,782 $ (672,570) $ $ 43,532,212 

$ (39,299,151) $ (39,299,151) 

$ (1,587,941) $ (1,587,941) 

$ (1,587,941) $ (1,587,941) 

$ (395,015) $ (395,015) 

$ (599.1 99) $ (599,199) 

$ $ 

$ $ 

$ $ 

$ 2,323,476 $ (672,570) $ - $  - $  1,650,906 

References: 
Column (A) Company Schedule 6-1 
Column (E): REM-3, Columns (E) Thru (G) 
Column (C): Column (A) + Column (B) 
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Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31, 2011 

1 Global Water. Santa Cruz 
2 Edison Rd Waterline Ext 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 W R S C A D A - W C  
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluonde 
13 
14 TOTALS 
15 

RED WDC Chl Sys Replacement 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

ena Wsta Fill Line 
19 Pima Road Waterline 

23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PVUC In Pipe Odor Control 
27 PVUC Lagoon Clean Closure 
28 PVUCPEQB 
29 
30 PVUC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 
34 
35 References 

SRW MH Rehab and LS Imp Ph I 

Edison Rd Sewer Ln Ext 

Valencia Water Company, Inc. -Town Division 
Schedule RBM-3 

Page 2 of 2 
RUCO POST TEST YEAR PLANT DEPRECIATION B AID ADJUSTMENTS 

(4 (B) (C) (D) (E) (F) (G) 
Company 

Initial Filing Company 
Included in Date Const Final Costs/ Company 
Rate Base Actually 
Initial Est 

Calculated Adjustment 

$ 300,742 Dec2012 $ 240,224 $ (300,742) 
6,149 April 2012 15,129 8,980 

$ 306,891 $ 255.353 $ (291,762) $ 15,345 $ 757 $ (14,588) 

$ 80,436 Not Started - $ (80.436) 
$ 80,436 - $ (80,436) $ 4,022 $ - $ (4,022) 

$ 3,076 Dec2012 $ 3,501 $ (3,076) 
8,625 Jan 2013 18,693 (8.625) 

95,082 Dec2012 128,934 (95,082) 
$ 106,783 $ 151,128 $ (106,783) $ 5,339 $ - $ (5,339) 

$ 78,750 
203,702 
182,563 
136,029 
71,526 

$ 672,570 $ (672,570) $ 

$ 119,810 DecZO11 $ 119,810 $ 
52,022 Nov 2012 57,397 (52,022) 

406.949 Dec 2012 543,461 (406,949) 
12,564 Dec2012 48,475 (1 2,564) 
6,408 Dec 2012 3.295 (6,408) 

69.132 Dec2012 84,155 (69,132) 
66,509 Dec 2012 68.199 (66,509) 
85,000 Dec2012 110.734 (85,000) 

$ 818,394 $ 1,035,526 $ (698,584) $ 40,920 $ 5.991 $ (34,929) 

36 
37 

38 

Columns (A), (5). (C), (D) - See Sch RBM-3 page 1 
Columns ( E ) - Company Schedules and testimony of Mr. Brett Higgabotham 

NOTE (1): RUCO Depreciation and PJD adiustment calculated as follows: 

39 Column (E) /Column (A) 33.629 
40 672,570 5.00% Depreciation allowance as calculated by Company 
41 
42 Column (A) less Column (D) $ 672,570 
43 $ 672,570 
44 $ - $  ~ Test Year Plant as proposed by RUG0 
45 
46 Depreciation expense proposed by RUG0 $ 
47 Depreciation expense proposed by Company $ 33,629 
48 
49 RUCO proposed depreciation adjustment $ (33,629) PJD adjustment not required. See Note 1 

NOTE 1 
An adjustment would have been made reducing Accumulated Depreciation by $33,629. When reviewing the post test year accounting entries, and 
adjustment was made recognizing Depreciation Expense, however, no correcponding entry was made for AID. No adjustment is required to AID. 
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INTENTIONALLY LEFT BLANK 

Willow Valley Water Co., Inc. 

Page 1 
RBM-4 
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Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

Line 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRB/FVRB Year Plant oc RB~FVR B 

1 Gross Utility Plant In Service 52,952,163 $ 672,571 $ - $  - $ 53,624,734 

2 
3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

13 

Accumulated Depreciation 
Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const. 

Contribution In Aid Of Const. 

NET ClAC (L5 + L6) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes & Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 3, 4, 7, 8 Thru 12) 

(9,419,952) (9,419,952) 
$ 43,532,211 $ 672,571 $ - $  - $ 44,204,782 

$ (39,299,151) $ - $  - $  - $ (39,299,151) 

$ (1,587.941) $ - $  - $  - $ (1,587,941) 

$ (1,587,941) $ - $  - $  - $ (1,587,941) 

$ (395.015) $ - $  - $  - $ (395,015) 

$ (599,199) $ - $  - $  - $ (599,199) 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

- $  - $ 2,323,476 $ 1,650,905 $ 672,571 $ 

References: 
Column (A): Company Schedule B- l  
Column (B); Company Schedule 8-2-1 
Column (E); Columns (A) through (D) 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-7 

Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

(A) (B) 
Actual RUCO 

Line Test Year as Test Year 
No. Description Filed Adjustments 

Revenues: 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

461 Metered Water Revenues 
460 Unrnetered Water Revenues 
474 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operating Expenses: 
601 
61 0 
615 
618 
620 
621 
630 
635 
641 
650 
657 
659 
666 
670 
675 
403 
403 
408 
408. I 
409 

Salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Materials And Supplies 
Office Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Rental of Building I Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm Exp - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Arnort 
Taxes Other than Income 
Taxes Other that Income - Property 
Income Taxes 

Total Operating Expenses 

Operating Income (Loss) 

$ 4,787,361 $ 

136,942 
$ 4,924,303 $ 

$ 893,501 
269 

464,075 
33,613 
79,398 
62,865 

531,316 
14,571 
43,412 
88,775 
33,142 
5,460 

35,298 
30,898 
79,463 

2,832,046 
(63,825) 
15,312 

273,680 
(249,144) 

(65,926) 

(87,064) 

(1 1 , I  89) 
(6,426) 

(64,729) 
(278,619) 

(26,850) 
246,676 

$ 5,204,125 $ (294,127) 

$ (279.822) 

(C) (D) (E) 
RUCO RUCO RUCO 

Test Year As Proposed As  
Adjusted Changes Recommended 

$ 4,787,361 $ 176,472 $ 4,963,833 

136,942 136,942 
$ 4,924,303 $ 176,472 $ 5,100,775 

$ 827,575 $ 
269 

377,011 
33,613 
79,398 
62,865 

531,316 
14,571 
43,412 
88,775 
33,142 
5,460 

24,109 
24,472 
14,734 

2,553,427 
(63,825) 
15,312 

246,830 
(2,468) 

- $ 827.575 
269 

377,011 
33,613 
79,398 
62,865 

531,316 
14,571 
43,412 
88,775 
33,142 
5,460 

24,109 
877 25,349 

14,734 
2,553,427 

(63,825) 
15,312 

2,884 249,714 
56,374 53,906 

$ 4,909,998 $ 60,135 $ 4,970,133 

$ 14,305 $ 130,642 

References: 
Column (A): Company Schedule C - I  
Column (B): RLM-8, Columns (B) Thru (I) 
Column (C): Column (A) +Column (B) 
Column (D): Revenue From RLM-1, Column (B), Line 8 And Income Tax From RLM-I, Column (B), Line 8 - Line 6 
Column (E): Column (C) + Column (D) 
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Global Utilities 
Docket No. SW-20445A-12-0309 et ai 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-10 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATECASEEXPENSE 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

(A) 
COMPANY 

(B) 
RUCO 

DESCRIPTION AS FILED ADJUSTMENT 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) 

Allocation Factor (L34) 

Valencia Town Water Company 

Amortization Period - 3 years 

RUCO Adjusted Rate Case Expense (L5 I L7) 

Company Amortized Rate Case Expense for Valencia Town as Filed ( Sch. C-2.2) 

RUCO Pro Forma Rate Case Expense (L9 - L11) 

RUCO Adjustment 

RUCO's Rate Case Expense Adjustment Calculation: 
Decision No. 71878, dated September 15, 2010, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 201 0 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

(C) 
RUCO 

AS ADJUSTED 

$ 419,000 

17.26% 

$ 72,328 

3 

$ 24,109 

$ 35,298 

$ (11,189) 

$ (11,189) 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Allocation Factor Based on System Revenue 
Palo Verde Utilities Co. 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total System Revenud and Percentages 

Operating 
Revenue 

$ 11,411,932 

Company 
Amortized Adjustment by 

%t of Total Amt. System 
39.87% $104,585 $ (48,896) 

10,705,825 37 41% 105,801 (53,558) 
,940,530 17.26% 35,298 9) 
717,230 2 51% 9,923 (6,423) 
21 4,736 075% 2,140 (1,092) 
479,427 168% 4,142 (1,802) 
151,196 0.53% 502 236 

$ 28,620,876 100.00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 

http://Inflation.com


Global Utilities 
Docket No. W-20445A-12-0309 et at 
Test Year Ended December 31, 201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-1 I 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

Line 
- No System 

1 Valencia Town 
2 
3 Valencia Greater Buckeye 
4 
5 Greater Tonopah 
6 
7 Willow Valley 
8 
9 

(A) (B) (C) 
COMPANY RUCO RUCO 

Service Provider AS FILED ADJUSTMENT AS ADJUSTED 

464,075 $ (87,064 377,011 

Arizona Public Service 27,670 (4,063) 23,607 

Arizona Public Service 22,407 (4,062) 18,345 

Mohave Electric Cooperative 43,747 (3,308) 40,439 

Total 557,899 - (98,497) - 459,402 

References 
Column (A): Company Schedules C-2 
Column (6): Company Schedules C-2.6 
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Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31, 201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RMB-13 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

(B) (C) (D) (E) 
(A) COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
No System EXPENSE REVENUE CHG AS FILED WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ $ 30,898 72 426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 
4 
5 Greater Tonopah 4,930 (161) 4,769 3,751 (1,018) 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 
10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821) 
12 
13 Northern Scottsdale 2,281 2,281 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT N0.5 
PERSONNELEXPENSE 

Line 

- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Expense 

Overtime Hours 

Bonuses Operations 

Deferred Compensation 

Employee Hiring & Moving 

Total 

Allocation Factor (824) 

Valencia Town Water Company Allocation 

Personnel Expense as Filed 

RUCO Pro Forma Expense (B15 + B13) 

RUCO Adjustment (B17-B15) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co. 

ADJUSTMENT AS ADJUSTED Acct. SLECTED 
No. EXPENSES 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

17.262% 

$ (65,926) 

$ 893,501 

$ 827,575 

$ (65,926) 

Adiustment bv 
Operatinq Revenue Percent of Total Svstem 

11,411,932 39.873% $ (152,280) 
Santa Cruz Water Company 10,705,825 37 406% (1 42,858) 

Willow Vallev Water ComDanv 717,230 2 506% 
Water Utilitiof Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total Revenue Percentages 

214,736 0.750% (2,865) 
479.427 1.675% (6,397) 
151,196 0.528% (2,018) 

$ (381,916) 28,620,876 100.00% 

References: 
Column (A) -- RUCO DR 1.08 
Column (C) --Company Schedules C-2 
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Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-16 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

[AI P I  

LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus 10% of CWlP Per Company Schedule E 
Less Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L l l )  
Assessment Ratio 
Assessed Value (L12 L13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis W/P) 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-1 Schedule) 

RUCO Test Year Adjustment (L16-Ll7) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

$ 4,924,303 
2 

$ 9,848,606 
4,924,303 

$ 14,772,909 
3 

$ 4,924,303 
2 

$ 9,848,606 
265,232 
43,247 

$ 10,070,591 
19.0% 

$ 1,913,412 
12.9000% 

$ 246,830 
273,680 

$ (26,850) 

$ 4,924,303 
2 

$ 9,848,606 

5,100,775 
$ 14,949,381 

3 
$ 4,983,127 

2 
$ 9,966,254 

265,232 
43,247 

$ 10,188,239 
19.0% 

$ 1,935,765 
12.9000% 

$ 249,714 
246,830 

$ 2,884 

$ 2,884 
176,472 

1.63400% 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 

Page 1 
RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Line 
- No. Description Amount 
1 
2 Total Adjusted Test Year Income Tax Expense As Filed by Company - RBM-7 Col (A) Ln 27 $ (249,144) 
3 
4 Total Adjusted Test Year Income Tax Expense Per RUCO RBM-7 Col (C) Ln 27 (2,468) 
5 ., 
6 
7 

RUCO Adjusted Test Year Income Tax Expense Adjustment $ 246,676 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-18 

Page 1 

COST OF CAPITAL 

(A) (B) (C) (D) (E) (F) 
RUCO WEIGHTED COMPANY 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 188,558 $ - $ 188,558 1.17% 5.95% 0.07% 

2 Long-term Debt $ 3,248,406 $ - $ 3,248,406 20.17% 5.69% 1.15% 

3 Common Equity $ 12,667,946 $ - $ 12,667,946 78.66% 8.50% 6.69% 

4 TOTAL CAPITAL $ 16,104,910 $ - $ 16,104,910 100.00% 

5 COST OF CAPITAL 7.91% 

References: 
Columns (A) Thru (F): Testimony, WAR 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31, 201 1 

Water Utility of Greater Tonopah, Inc. 

SCH. 
NO. 

RBM-1 

RBM-1 

RBM-2 

RBM-3 

RBM-3 

RBM-4 

RBM-5 

RBM-6 

RBM-7 

RBM-8 

RBM-9 

RBM-10 

RBM-11 

RBM-12 

RBM-I3 

RBM-14 

RBM-15 

RBM-16 

RBM-17 

RBM-18 

TABLE OF CONTENTS TO RBM SCHEDULES 

PAGE 
NO. TITLE 

1 of 2 REVENUE REQUIREMENT 

2 of 2 

1 

1 of 2 

2 of 2 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

RATE BASE ADJUSTMENT NO. 1 - POST TEST YEAR PLANT WITH RUCO ADJUSTMENTS 

RATE BASE ADJUSTMENT NO. 2 - POST TEST YEAR PLANT DEPRECIATION &ACCUMULATE DEPRECIATION 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

RATE BASE ADJUSTMENT NO. 3 - INFRASTRUCTURE COORDINATION AND FINANCING AGREEMENTS 

COMPANY PLANT BALANCES SINCE LAST RATE CASE 

SUMMARY ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH COMPANY ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO 1 - RATE CASE EXPENSE 

OPERATING INCOME ADJUSTMENT NO 3 - PURCHASED POWER 

OPERATING INCOME ADJUSTMENT NO 3 - DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO 4 - BAD DEBT EXPENSE 

OPERATING INCOME ADJUSTMENT NO 5 - PERSONNEL EXPENSE 

OPERATING INCOME ADJUSTMENT NO 6 - MISCELLANEOUS EXPENSE 

OPERATING INCOME ADJUSTMENT NO 7 - PROPERTY TAXES 

OPERATING INCOMEADJUSTMENT NO 8 -ADJUSTED TEST YEAR INCOME TAX EXPENSE 

COST OF CAPITAL 



Global Utilities 
Docket No. W-O1212A-12-309 ET AL 
Test Year Ended December 31,201 1 

REVENUE REQUIREMENT 

Water Utility of Greater Tonopah, Inc. 
Schedule RBM-1 

Page 1 of 2 

(4 (B) 
Company RUCO 

Line OCRBIFVRB OC R B/FVR B 
No. Description cost cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 / L17) 

Rate Of Return On Common Equity 

References: 
Column (A) Company Schedule A-I 

$ 2,206,816 

$ (1 75,170) 

-7.94% 

$ 236,57 1 

10.72% 

$ 41 1,741 

1.6451 

$ 207,705 

$ 885,054 

326.11% 

8.50% 

$ (1,437,481) 

$ (499,923) 

NA 

$ 19,549 

8.19% 

NA 

1.9400 

$ 207,705 

$ 240,458 

15.77% 

7.31% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Water Utility of Greater Tonopah, Inc. 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

(A) (B) (C) 
Company RUCO 

Line As  Filed RUCO As Adjusted 
No. Description OCRBIFVRB Adjustments OCRBIFVRB 

1 Gross Utility Plant In Service $ 5,766,393 $ (106,783) $ 5,659,610 

2 Accumulated Depreciation 
3 Net Utility Plant In Service (L1 + L2) 

4 Advances In Aid Of Const. 

5 Contribution In Aid Of Const. 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter Deposits 

9 Deferred Income Taxes - Credits 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

13 TOTAL RATE BASE (Sum L's 3 , 4 , 7 , 8  Thru 12) 

(1,863,416) (1,863,416) 
$ 3,902,977 $ (106,783) $ 3,796,194 

$ (1,619,985) $ - $  (1,619,985) 

$ (59,465) $ (7,523,359) $ (7,582,824) 
1,055,498 1,055,498 

$ (59,465) $ (6,467,861) $ (6,527,326) 

$ (22,030) $ - $  (22,030) 

$ 5,318 5 2,930,348 $ 2,935,666 

$ - $  - $  

$ - $  - $  

$ - $  - $  

$ 2,206,815 5 (3,644,296) $ (1,437,481) 

References: 
Column (A). Company Schedule B-I 
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 



Docket No. W-01212A-12-309 E T A L  
Test Year Ended December 31,201 1 
12-0312 

1 Global Water ~ Santa Cruz 
2 Edison Rd Waterline Ext 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 WVRSCADA-WVWC 
8 TOTALS 
9 

RED WDC Chi Sys Replacement 

Water Utility of Greater Tonopah, Inc. 
Schedule REM-3 

Page 1 of 2 
RUCO POST TEST YEAR PLANT ADJUSTMENTS 

I I rrl Adjustment 
Company's Initial Filing Co Follow Up Response 

Date Const est to be Rate Base Actually as of 
Final Costs/ Date Const Date Const Included in 

Began Completed Initial Est Completed March 31, 2013 

Aug2012 Aug2012 $ 300,742 Dec2012 $ 240,224 $ (300,742) 
Jan 2012 Jan 2012 6,149 April 2012 15,129 8,980 

$ 306,891 $ 255,353 $ (291,762) 

Oct2012 Oct2012 $ 80,436 Not Started $ (80,436) 
$ 80.436 $ (80,436) 

13 Water UUlily of Greater Tonopah 
11 West Phoenix 6 Eiec Upgrades Nov2012 Dec2012 $ 3,076 Dec2012 5 3,501 Note(1) $ (3,076) 
12 West Phoenix 6 Fluoride Nov2012 Dec2012 8 625 Jan 2013 18 693 Note (1) (8 625) 
13 WPE 6 Tank and Well Replacmt May 2012 June 2012 95,082 Dec 2012 128.934 Note(1) (95.082) 
14 TOTALS $ 106,783 $ 151,128 $ (106,783) 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 BuenaVista Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PVUC In Pipe Odor Control 
27 PVUC Lagoon Clean Closure 
28 PVUCPEQB 
29 
30 PVUC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 
34 
35 References 

WVR SCADA Command Sta imp 

SRW MH Rehab and LS Imp Ph I 

Edison Rd Sewer Ln Ext 

July 2012 
July 2012 
April 2012 
July 2012 
June 2012 

Nov 2008 
Mar 201 2 

April 2012 
April 2012 
Dec 201 0 
Sept 2012 
Oct 2012 
Aug 2012 

July 2012 

April 2012 

June 2012 

July 2012 

July 2012 

June 2012 
June 2012 
July 2012 
July 2012 
Feb 2012 
Sept 201 2 
O d  2012 
Aug 201 2 

$ 78,750 In Progress 
203,702 In Progress 
182,563 Sept 2012 
136,029 Jan 2013 
71,526 Feb 201 3 

$ 672,570 

$ 119,810 Dec 201 1 
52,022 Nov 201 2 

406,949 Dec 2012 
12,564 Dec 2012 
6,408 Dec 2012 

69,132 Dec 2012 
66,509 Dec 2012 
85,000 Dec 2012 

$ 818,394 

$ 12,027 $ (78.750) 
20,004 (203.702) 

195,474 (1 82,563) 
21,962 (1 36,029) 
48,565 (71,5261 

$ 298,032 $ (672,570) 

$ 119,810 $ 
57,397 (52,022) 

543,461 (406,949) 
48,475 (1 2,564) 

3,295 (6.408) 
84,155 (69,132) 
68,199 (66.509) 

110,734 (85,000) 
$ 1,035,526 $ (698,584) 

36 
37 
38 
39 
40 
41 

Columns (A) (E), (C) -Fleming Testimony paqes 21 and 22 Company included in rate base 
Columns (D) ( E )-Company Response to RUCO Data Request No 2 01 
NOTE (1) See Column (F) The costs for projects not completed and placed in service by June 30, 2012, were adjusted and excluded 

from rate base by RUCO 



Docket No. W-01212A-12.309 ET AL 
Test Year Ended December 31, 201 1 

Water Utility of Greater Tonopah, Inc. 
Schedule REM-3 

Page 2 of 2 

RUCO POST TEST YEAR PLANT DEPRECIATION B A/D ADJUSTMENTS 

(A) (6) (C) (D) (E) (F) (GI 
Company 

Initial Filing Company 
Included in Date Const Final Costs/ Company 
Rate Base Actually 
Initial Est Completed 

1 Global Water - Santa Cruz 
2 Edison Rd Watefline Ext $ 300,742 Dec2012 $ 240,224 $ (300,742) 
3 RED WDC Chi Sys Replacement 6,149 April 2012 15,129 8,980 
4 TOTALS $ 306,891 $ 255,353 $ (291,762) $ 15,345 $ 757 $ (14,588) 

5 
6 Willow Valley Water Company 
7 WVRSCADA-WVWC $ 80,436 Not Started - $ (80,436) 
8 - $ (4,022) $ 80,436 - $ (80,436) $ 4,022 $ TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 West Phoenix 6 E m  Upgrades $ 3,076 Dec2012 $ 3,501 $ (3,076) NOTE (1) 

12 West Phoenlx 6 Fluoride 8.625 Jan 2013 18,693 (8,625) 
13 WPE 6 Tank and Well Replaant 95.082 DK2012  128,934 (95,082) 
14 TOTALS S 106.783 $ 151,128 $ (106.783) d 5,339 $ - $ (5.339) 
15 
16 Valencia Water Company 
17 Bales Fill Line $ 78,750 In Progress $ 12,027 $ (78,750) 
18 Buena Vista Fill Line 203,702 in Progress 20,004 (203,702) 
19 Pima Road Waterline 182,563 Sept 2012 195,474 (182,563) 
20 WVR SCADA Command Sta Imp 136,029 Jan 2013 21,962 (1 36,029) 
21 SVWDC Optimization 71,526 Feb2013 48,555 (71,526) 
22 TOTALS $ 672,570 $ 298,032 $ (672,570) $ 33,629 $ - $ (33,629) 

23 
24 Global Water. Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp $ 119,810 DecZOll $ 
26 PVUC In Pipe Odor Control 52,022 Nov 2012 
27 PVUC Lagoon Clean Closure 406,949 Dec 2012 
28 PVUCPEQB 12,564 Dec 2012 
29 SRW MH Rehab and LS Imp Ph I 6,408 Dec 2012 
30 PVUC WRF Headworks Rehab 69,132 Dec2012 
31 Sewer Manhole Rehab 66,509 Dec2012 
32 Edison Rd Sewer Ln Ext 85,000 Dec2012 

34 
35 References 
36 Columns (A), (B), (C), (D) -See Sch RBM-2 
37 

38 

39 
40 106,783 5 00% Depreciation allowance as calculated by Company 
41 
42 Column (A) less Column (D) $ 106,783 

33 $ 818,394 $ 

Columns ( E ) - Company Schedules and testimony of Mr Brett Higgabotham 

NOTE (1) RUCO Depreciation and A/D adiustment calculated as follows 
Column (E) / Column (A) 

119,810 
57,397 

543,461 
48,475 

3,295 
84.155 
68,199 

110,734 
1,035,526 

$ 
(52.022) 

(406,949) 
(1 2,564) 

(6,408) 
(69,132) 
(66,509) 
(85,000) 

$ (698,584) $ 40,920 $ 5,991 $ (34,929) 

43 $ 106,783 
44 $ . $ - Test Year Plant as proposed by RUCO 
45 

47 Depreciation expense proposed by Company $ 5,339 
48 

45 Depreciation expense proposed by RUCO $ -  

49 related to Post Test Year Plant $ (5,339) 
RUCO proposed depreciation and A/D adjustment 
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Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Water Utility of Greater Tonopah, Inc. 

Page 1 
RBM-5 

PLANT SCHEDULES 
YEAR ENDED DECEMBER 31,2011 

(A) (B) (D) 
Gross Pant Gross Plant 

LINE ACCT. From Year Plant Value 
NO. NO. ACCOUNT NAME 2010 Additions Retirements 201 1 

1 
2 
3 
4 
5 
6 
7 
7 
8 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 

a 

18 

303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Oftice Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools Shop And Garage Equip 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 

TOTAL PLANT IN SERVICE 

$ 66,651 
46,704 

299,601 

1,758,896 
1,621,120 

185,007 
889,254 

38,386 
5,894 

43,069 
145,261 

5,424 

32,617 

1,688 
663 
84 5 

12,408 
5,210 

340,097 

$ 110,779 
973 

29,195 
5,400 

45,380 
I ,689 

1,917 

(32,617) 

$ 177,430 
47,677 

299,601 

1,787,637 
1,626,520 

228,655 
890,943 
43,069 

147,178 
38,386 
5,894 
5.424 

1,977 
663 
845 

12,408 
5,210 

340,097 

$ 5,498,795 $ 195,622 $ (34,803) $ 5,659,614 

Company As Filed 
Difference 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Water Utility of Greater Tonopah, Inc. 
Schedule REM-6 

Page 1 of 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRB/FVRB Year Plant OCRBlFVRB 

1 Gross Utility Plant In Service 5,659,611 $ 106,782 $ - $  - $ 5,766,393 

2 Accumulated Depreciation 
3 

4 

Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const 

5 Contribution In Aid Of Const 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter DeDosits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

Deferred Income Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3 ,4 ,7 ,8  Thru 12) 

(1,863,416) (1,863,416) 
$ 3,796,195 $ 106,782 $ - $  - $ 3,902,977 

$ (1,619,985) $ - $  - $  - $ (1,619,985) 

$ (6,215,057) $ - $ 2,109,071 $ 4,046,521 $ (59,465) 

$ (6,215,057) $ - $ 2,109,071 $ 4,046,521 $ (59,465) 

$ (22,030) $ - $  - $  - $ (22,030) 

$ 2,386,853 $ - $ (815,978) $ (1,565,557) $ 5,318 

$ - $  - $  - $  - $  

$ (1,674,024) $ 106,782 $ 1,293,093 $ 2,480,964 $ 2,206,815 

References: 
Column (A). Company Schedule B-1 
Column (B), Company Schedule 8-2-1 
Column (E); Columns (A) through (D) 
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SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

(A) (B) 
Actual RUCO 

Test Year as Test Year' 
Description Filed Adjustments 

Revenues: 
461 Metered Water Revenues 
460 Unmetered Water Revenues 
474 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operatina ExDenses: 
601 
61 0 
61 5 
618 
620 
621 
630 
635 
636 
641 
650 
657 
659 
666 
670 
675 
403 
403 
408 
408.1 
409 

- .  
Salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Matenals And Supplies 
Office Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Contractural Services - Other 
Rental of Building I Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm Exp - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Amort 
Taxes Other than Income 
Taxes Other that Income - Property 
Income Taxes 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

$ 202,202 $ 

5,503 
$ 207,705 $ 

$ 75,753 
960 

22,407 
10,522 
20,175 

3,591 
26,415 

5,109 

2,597 
5,733 
1,557 

269 
2,140 
4,769 
7,221 

380,785 
(2,151) 
1,553 

11,254 
(1 97,785) 

(C) (D) (E) 
RUCO RUCO RUCO 

Test Year As  Proposed As 
Changes Recommended Adjusted 

$ 202,202 32753 $ 234,955 

5,503 5,503 
$ 207,705 $ 32,753 $ 240,458 

$ 72,888 
960 

18,345 
10,522 
20,175 

3,591 
26,415 

5,109 

2,597 
5,733 
1,557 

269 
1,047 
3,751 
3,281 

364,044 
465,802 

1,553 
10,183 

(31 0,193) 

$ - $  

507 
(487,225) 

72,888 
960 

18,345 
10,522 
20,175 

3,591 
26,415 

5,109 

2,597 
5,733 
1,557 

269 
1,047 
3,751 
3,281 

364,044 
465,802 

1,553 
10,689 

(797,418) 

$ 382,874 $ 324,754 $ 707,628 $ (486,718) $ 220,909 

$ (175,169) $ (499,923) $ 19,549 

References: 
Column (A): Company Schedule C-I 
Column (B). REM-8, Columns (B) Thru (J) 
Column (C): Column (A) + Column (B) 
Column (D): Sch. RBM-1, Column (B), L8: Sch RBM-1 page 2 L52 
Column (E): Column (C) + Column (D) 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-10 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

(A) (B) (C) 
Line COMPANY RUCO RUCO 

No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED - 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 

a 

18 

28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L34) 0.75% 

Valencia Town Water Company $ 3,144 

Amortization Period - 3 years 3 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 1,047.89 

Company Amortized Rate Case Expense for Valencia Town as Filed ( Sch. C-2.2) $ 2,140 

RUCO Pro Forma Rate Case Expense (L9 - L11) 

RUCO Adjustment $ (1,093) 

RUCO's Rate Case Expense Adjustment Calculation: 
Decision No. 71 878, dated September 15, 201 0, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Companv 
Operatinq Amortized Adjustment by 

Allocation Factor Based on Svstem Revenue Revenue %t ofTotal Amt. Svstem 
Palo Verde Utilities Co. $ 11,411,932 39.87% $104,585 $ (48,896) 
Santa Cruz Water Company 10,705,825 37.41 % 105,801 (53,558) 
Vatencia Town Water Comoanv 4,940,530 17.26% 35,298 (1 1, i 89) , ,  

251% 9,923 Willow Valley Water Company 717,230 

Water Utility of Northern Scottsdale 151,196 0.53% 502 236 
Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

Line COMPANY RUCO RUCO 
No. System Service Provider AS FILED ADJUSTMENT AS ADJUSTED 

1 Valencia Town Arizona Public Service $ 464,075 $ (87,064) $ 377,011 
2 
3 Valencia Greater Buckeye Arizona Public Service 27,670 (4,063) 23,607 
4 
5 Greater Tonopah Arizona Public Service 22,407 (4,062) 18,345 
6 
7 Willow Valley Mohave Electric Cooperative 43,747 (3.308) 40,439 
8 
9 

References 
Column (A): Company Schedules C-2 

Total $ 557,899 $ (98,497) $ 459,402 



*In- m m m  



Global Utilities 
Docket No. W-20445A-12-0309 et al 
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Water Utility of Greater Tonopah, Inc. 
Schedule RMB-13 
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OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

(A) (6) (C) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
COMPANY TEST YEAR ACTUAL RUCO 

No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 
4 
5 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 
10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821) 
12 
13 Northern Scottsdale 2,281 2,281 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References : 
Column (A) & (C) Company Schedules C-2 
Column (6) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-15 

Page 1 

1E ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

(A) (B) 
COMPANY RUCO 

(C) 
RUCO ~~~ 

No. Expense No. EXPENSES ADJUSTMENT AS ADJUSTED 
Acct. SLECTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 

Bonuses Operations 

Deferred Compensation 

Employee Hiring & Moving 

Total 

Allocation Factor (L26) 

Valencia Town Water Company Allocation 

Personnel Expense as Filed 

RUCO Pro Forma Expense (L15 + L13) 

RUCO Adjustment (L17-L15) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 

Water Utility of Northern Scottsdale 
Total Revenue Percentages 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

0.750% 

$ (2,865) 

$ 75,753 

$ (2,865) 

Adjustment by 
Operatina Revenue Percent of Total System 

11,411,932 39.873% $ (152,280) 
10,705,825 37.406% (142,858) 
4,940,530 17.262% (65,926) 

479,427 1.675% 
151 ,I 96 0.528% (2,018) 

28,620,876 100.00% $ (381,916) 

References: 
Column (A) -- RUCO DR 1.08 
Column (C) -- Company Schedules C-2 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-16 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 / L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 * L13) 
Composite Property Tax Rate 

$ 207,705 
2 

$ 415,410 
207,705 

623,115 $ 
3 

$ 207,705 
2 

$ 41 5,410 
23,514 

$ 438,924 
19.0% 

$ 83,396 
12.2100% 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedull 

$ 10,183 
11,254 

RUCO Test Year Adjustment (L16-L17) $ (1,071) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/( Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 I L23) 

$ 207,705 
2 

$ 41 541 0 

240,458 
$ 655,868 

3 
218,623 $ 

2 
$ 437,245 

23,514 

$ 460,759 
19.0% 

$ 87,544 
12.2100% 

$ 10,689 
10,183 

$ 507 

$ 507 
(32,753) 

-0.01 5466 
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Water Utility of Greater Tonopah, Inc. 
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Page 1 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Line 
No Description Amount 
1 
2 (197,785) 
3 
4 (31 0,193) 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ (1 12,408) 

Total Adjusted Test Year Income Tax Exp. As Filed by Company (RBM-8 Col (A) Ln 25) 

Total Adjusted Test Year Income Tax Expense Per RUCO (RBM-1(2), Col (A) Ln 52 

$ 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-18 

Page 1 

COST OF CAPITAL 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED COST RATE RATIO 

1 Short-term Debt $ 25,759 $ - $  25,759 0.82% 6.22% 0.05% 

2 Long-term Debt $ 415,230 $ - $ 415,230 13.18% 6.33% 0.83% 

3 Common Equity $ 2,708,518 $ - $ 2,708,518 86.00% 8.50% 7.31 % 

4 TOTAL CAPITAL $ 3,149,507 $ - $ 3,149,507 100.00% 

5 COST OF CAPITAL 

References: 
Columns (A) Thru (F): Testimony, WAR 

8.19% 
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Willow Valley Water Company 

TABLE OF CONTENTS TO RBM SCHEDULES 
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1 

1 
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RATE BASE ADJUSTMENT NO. 2 - POST TEST YEAR PLANT DEPRECIATION &ACCUMULATE DEPRECIATION 

INTENTIONALLY LEFT BLANK 
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COST OF CAPITAL 
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Docket No. W-O1212A-12-309 et al 
Test Year Ended December 31,201 1 

Willow Valley Water Co., Inc. 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT 

(4 (B) 
Company RUCO 

Line OC R B/FVR B OCRB/FVRB 
No. Description cost cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ 2,359,391 

$ (58,493) 

-2.48% 

$ 250,024 

10.60% 

$ 308,517 

1.6451 

-1 
$ 702,652 

$ 1,210,189 

72.20% 

11.44% 

$ 2,278,955 

$ (73,977) 

-3.25% 

$ 182,894 

8.03% 

$ 256,871 

1.5427 

$ 702,653 

$ 1,098,934 

56.40% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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Willow Valley Water Co., Inc. 
RBM-1 

Page 2 of 2 

LINE 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

52 

53 

54 
55 
56 
57 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

[AI 
DESCRIPTION 

Calculation of Gross Revenue Conversion Factor: 
Revenue 
Uncollecible Factor 
Revenues (L1 - L2) 
Combined Federal and State Income Tax and Property Tax Rate (L23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 / L5) 

Calculation of Uncollecttible Factor: 
Unity 
Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (L7 - L8) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10) 

Calculation of Effective Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Col [C] L53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Property Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (Col. [B], L17) 
One Minus Combined Income Tax Rate (L18-Ll9) 
Property Tax Factor (Sch. REM-16, Col. [B], L24) 
Effective Property Tax Factor (L20 x L21) 
Combined Federal and State Income Tax and Property Tax Rate (Col. (B), L17 + L22) 

Required Operating Income (Sch. RBM-1. Col. (B) L7) 
Adjusted Test Year Operating Income (Loss) (Sch. REM-1, Col (B) L3) 
Required Increase in Operating Income (L24 - L25) 

Income Taxes on Recommended Revenue (Col. [C], L52) 
Income Taxes on Test Year Revenue (Col. (A), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Sch. RBM-1, Col (E), L19 
Uncollectible Rate (L10) 
Uncolllectible Expense on Recommended Revenue (L30 x L31) 
Adjusted Test Year Uncollectible Expense(Sch REM-8, Col. (K), L31) 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Property Tax with Recommended Revenue (Sch. RBM -8, Col. (Q) ,  L24) 
Property Tax on Test Year Revenue (Sch. REM-8, Col. (A), L24) 
Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
Total Required Increase in Revenue (Col. [e], L26 + L29 + L34 + L37) 

Calculation of Income Tax: 
Revenue (Sch.RBM-7 Col [C] L4 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col. [C], L57) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State Income Tax Rate 
Arizona Income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 - $50.000) Q 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) Q 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34% 
Total Federal Income Tax 

Combined Federal and State Income Tax (L44 + L51) 

Applicable Federal Income Tax Rate 

Synchronized Interest Calculation 
Rate Base 
Weighted Average Cost of Debt 
Synchronized Interest 

100 0000% 
0 4135% 

99 5865% 
34 7661% 
64 8204% 
1542724 

1UU.UUL 
34.411 
65.58E 
n "" 

0.4135% 

100.0000% 
6.5000% 

93.5000% 
29.8516% 
27.91 12% 

34.41 12% 

100.0000% 
34.41 12% 
65.5888% 
0.5410% 

0 3549% 
34.7661% 

$ 182,894 
(73,977) 

$ 256,871 

$ 98,259 
(36,509) 

134,768 

$ 1,098,934 
0.00630 

$ 6,928 
4,430 

2,498 

$ 32,844 
30,700 

2,144 
$ 396,281 

Test 
Year 

$ 702,653 $ 
$ 813,139 
$ 13,472 
$ (1 23,958) 

6 5000% 
$ (8.057) 
$ (115,901) 
$ (7.500) 
$ (6,250) 
$ (8,500) 
$ (6,201) 
$ 
$ (28,451)l 

$ (36,509) 

RUCO 
Recommended 

396,281 $ 1,098,934 
$ 817,781 
$ 13.472 
$ 267,681 

6.5000% 
$ 17,399 
$ 250.262 
$ 7.500 
$ 6,250 
$ 8,500 
$ 56.610 
$ 
$ 80.860 

$ 98,259 

29.8516% 

$ 2,278,955 
0 59% 

$ 13,472 
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Test Year Ended December 31, 201 1 
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Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

(A) 
Company 
As Filed Line 

No. Description OCRBIFVRB Year Plant OCRB~FVRB 
5,033,102 1 Gross Utility Plant In Service $ 5,113,538 $ (80,436) $ 

(B) (C) 
Adj No. 1 RUCO 
Post Test As Adiusted 

2 
3 Accumulated Depreciation 
4 
5 

Net Utility Plant In Service (L1 + L3) 
(1,742,556) 
3,290,546 

(1,742,556) 
3,370,982 (80,436) 

6 Advances In Aid Of Const. (61 0,760) (610,760) 
7 
8 Contribution In Aid Of Const 
9 Accumulated Amortization Of ClAC 
10 NET ClAC (L8 + L9) 
11 
12 Customer Meter Deposits 
13 
14 
15 
16 Unamortized Finance Charges 
17 
18 Deferred Regulatory Assets 
19 
20 Allowance For Working Capital 
21 
22 
23 

Deferred Income Taxes & Credits 

TOTAL RATE BASE (Sum L's 4,6,10-20) 

References: 
Column (A) Company Schedule B-1 
Column (B) RBM-3 page 1 

(36,233) (36,233) 

(364,598) (364,598) 

$ 2,359,391 $ (80,436) $ 2,278,955 

References 
Column (A) Company Schedule B-I  
Column (B) RBM-3, Columns (B) Thru (G) 
Column (C) Column (A) + Column (B) 
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Test Year Ended December 31, 201 1 

Willow Valley Water Company 
Schedule RBM-3 

Page 1 of 2 
RATE BASE ADJUSTMENT NO.l 

POST TEST YEAR PLANT WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (E) (F) 

I I 1 1 PII Adjustment 
Company's Initial Filing Co. Follow Up Response 

Date Const est to be Rate Base Actually as of 
Date Const Included in Date Const Final Costs/ 

Began Completed Initial Est Completed March 31, 2013 
1 Global Water - Santa Cruz 
2 Edison Rd Waterline Ext Aua2012 Aua2012 $ 300.742 Dec 2012 $ 240.224 $ (300.742) 
3 RED WDC Chl Sys Replacement Jan 2012 Jan 2012 6,149 April 2012 15,129 8,980 
4 TOTALS $ 306,891 $ 255,353 $ (291,762) 

10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PVUC In Pipe Odor Control 
27 PVUC Lagoon Clean Closure 
28 PVUCPEQB 
29 
30 PVUC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 
34 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

WVR SCADA Command Sta Imp 

SRW MH Rehab and LS Imp Ph I 

Edison Rd Sewer Ln Ext 

References: 

Nov 2012 
Nov 2012 
May 2012 

July 2012 
July 2012 
April 2012 
July 2012 
June 2012 

Nov 2008 
Mar 2012 

April 2012 
April 2012 
Dec 2010 
Sept 2012 
Oct 201 2 
Aug 2012 

Dec2012 $ 3,076 Dee 2012 $ 3,501 $ (3.076) 
Dec 2012 8,625 Jan 2013 18,693 (8,625) 
June 2012 95,082 Dec 2012 128,934 (95,082) 

$ 106,783 $ 151,128 $ (106,783) 

July 2012 $ 78,750 In Progress $ 12,027 $ (78,750) 
July 2012 203,702 In Progress 20,004 (203,702) 
April 2012 182.563 Sept 2012 195,474 (1 82,563) 
Julv 2012 136.029 Jan 2013 21.962 (136,029) 
June 2012 71,526 Feb 2013 48,565 (71,526) 

$ 672,570 $ 298,032 $ (672,570) 

June2012 $ 119,810 Dec 201 1 $ 119,810 $ 
June 2012 52,022 Nov 2012 57,397 (52,022) 
July 2012 406,949 Dec 2012 543,461 (406,949) 
July 2012 12,564 Dec 2012 48,475 (1 2,564) 
Feb 2012 6,408 Dec 2012 3,295 (6,408) 
Sept 2012 69,132 Dec 2012 84,155 (69,132) 
Oct 2012 66,509 Dec 2012 68,199 (66,509) 
Aug 2012 85,000 Dec 2012 110,734 (85,000) 

$ 818,394 $ 1,035,526 $ (698,584) 

Columns (A), (B), (C) - Fleming Testimony pages 21 and 22. Company included in rate base. 
Columns (D), ( E ) - Company Response to RUCO Data Request No. 2.01 
NOTE (1): See Column (F) The costs for projects not completed and placed in service by June 30, 2012, were adjusted and excluded 

from rate base by RUCO 



Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31, 201 1 

6 Willow Valley Water Company NOTE (1) 

7 W V R S C A D A - W C  $ 80.436 Not Started - $ (80.436) 
8 ; TOTALS - $ 80,436 $ 4,022 $ - $ 4,022 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Ext 

(A) 
Company 

Initial Filing 
Included in 
Rate Base 
Initial Est 

$ 300,742 

Willow Valley Water Company 
Schedule RBM-3 

Page 2 of 2 
RATE BASE ADJUSTMENT NO. 2 

RUCO POST TEST YEAR PLANT DEPRECIATION 8 AID ADJUSTMENTS 

(6) (C) (D) (E) (F) (G) 

Company 

Calculated Adjustment 
Date Const Final Costs/ Company 

Actually 

Dec2012 $ 240.224 $ (300.742) 
3 RED WDC Chl Sys Replacement 6,149 April 2012 15,129 8,980 
4 TOTALS $ 306,891 $ 255,353 $ (291.762) $ 15,345 $ 757 $ (14,588) 

10 Water Utility of Greater Tonopah 
11 West Phoenix 6 Elec Upgrades $ 3,076 Dec2012 $ 3,501 $ (3,076) 
12 West Phoenix 6 Fluoride 8,625 Jan 2013 18,693 (8,625) 
13 WPE 6 Tank and Well Replacmt 95,082 Dec 2012 128,934 (95,082) 
14 TOTALS $ 106,783 $ 151,128 $ (106,783) $ 5,339 $ - $ (5,339) 
15 
16 Valencia Water Company 
17 Bales Fill Line $ 78,750 In Progress $ 12,027 $ (78,750) 
18 Buena Vista Fill Line 203,702 In Progress 20,004 (203,702) 
19 Pima Road Waterline 182,563 Sept 2012 195,474 (1 82,563) 
20 WVR SCADA Command Sta Imp 136,029 Jan 2013 21,962 (1 36,029) 
21 SVWDC Optimization 71,526 Feb 2013 48,565 (71,526) 
22 TOTALS $ 672,570 $ 298,032 $ (672,570) $ 33,629 $ - $ (33,629) 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp $ 119,810 Dec2011 $ 119,810 $ 
26 PVUC In Pipe Odor Control 52,022 Nov 2012 57,397 (52,022) 
27 PVUC Lagoon Clean Closure 406,949 Dec 2012 543,461 (406,949) 
28 PVUCPEQB 12,564 Dec2012 48,475 (1 2,564) 
29 SRW MH Rehab and LS Imp Ph I 6,408 Dec 2012 3,295 (6,408) 
30 PVUC WRF Headworks Rehab 69,132 Dec2012 84,155 (69,132) 
31 Sewer Manhole Rehab 66,509 Dec 2012 68,199 (66,509) 
32 Edison Rd Sewer Ln Ext 85,000 Dec 2012 110,734 (85,000) 
33 $ 818,394 $ 1,035,526 $ (698,584) $ 40,920 $ 5,991 $ (34,929) 
34 

35 NOTE (1): RUCO Depreciation and N D  adiustment calculated as follows: 

36 Column (E) / Column (A) 4.022 
37 80,436 5.00% Depreciation allowance as calculated by Company 
38 
39 Column (A) less Column (D) $ 80,436 
40 
41 

$ 80,436 
$ - $ - Test Year Plant as proposed by RUCO 

42 

44 Depreciation expense proposed by Company $ 4,022 
45 
46 related to Post Test Year Plant $ (4,022) 2), however,did not record Accumulated Depreciation as an adjustment. 

43 Depreciation expense proposed by RUCO $ -  

RUCO proposed depreciation and N D  adjustment NOTE 1 Global recorded post test year depreciation (See Company - Sch C- 

References' 
Columns (A), (B), (C), (D) - See Sch RBM-2 
Columns ( E ) - Company Schedules and testimony of Mr. Brett Higgabotham 
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INTENTIONALLY LEFT BLANK 

Willow Valley Water Co., Inc. 
RBM-4 
Page 1 
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Willow Valley Water Co., Inc. 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

Line 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRB/FVRB Year Plant OCRBlFVRB 

1 Gross Utility Plant In Service 5,033,102 $ 80,436 $ - $  - $ 5,113,538 

2 
3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

13 

Accumulated Depreciation 
Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const 

Contribution In Aid Of Const 

NET ClAC (L5 + L6) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes & Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 3 , 4 , 7 , 8  Thru 12) 

(1,742,556) (1,742,556L 
$ 3,290,546 $ 80,436 $ - $  - $ 3,370,982 

$ (610,760) $ - $  - $  - $ (610,760) 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ (36,233) $ - $  - $  - $ (36,233) 

$ (364,598) $ - $  - $  - $ (364,598) 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ 2,278,955 $ 80,436 $ - $  - $ 2,359,391 

References 
Column (A): Company Schedule B-I  
Column (B); Company Schedule 6-2-1 
Column (E), Columns (A) through (D) 
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Willow Valley Water Co., Inc. 
Schedule RBM-7 

Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (E) 

Line Test Year as Test Year’ Test Year As  Proposed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

Actual RUCO RUCO RUCO RUCO 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

Revenues: 
461 Metered Water Revenues 
460 Unmetered Water Revenues 
474 Other Water Revenues 

Total Operating Income 

Ooeratina ExDenses: 
601 
61 0 
61 5 
61 8 
620 
621 
630 
635 
641 
650 
657 
659 
666 
670 
675 
403 
403 
408 
408.1 
409 

I .  

Salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Materials And Supplies 
Office Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Rental of Building I Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm Exp - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Amort 
Taxes Other than Income 
Taxes Other that Income - Property 
Income Taxes 

Total Operating Income 

Operating Income (Loss) 

$ 689,275 $ - $ 689,275 $ 396,281 $ 1,085,556 

13,378 13,378 13,378 
$ 702,653 $ - $ 702,653 $ 396,281 $ 1,098,934 

$ 263,312 

43,747 
55,422 
36,002 
27,025 
97,501 
20,993 
10,241 
24,173 
7,125 
4,218 
9,923 
8,251 

24,562 
200,668 

253,741 $ 

42,165 
55,422 
36,002 
27,025 
97,501 
20,993 
10,241 
24,173 
7,125 
4,218 
3,500 
4,430 

(1,525) 
196,646 

- $ 253,741 

42,165 
55,422 
36,002 
27,025 
97,501 
20,993 
10,241 
24,173 
7,125 
4,218 
3,500 

2,498 6,928 
(1,525) 

196,646 

782 782 782 
33,931 (3,231) 30,700 2,144 32,844 

(106,730) 70,221 (36,509) 134,768 98,259 

$ 761,146 $ 15,484 $ 776,630 $ 139,410 $ 916,040 

$ (58,493) $ (15,484) $ (73,977) $ 256,871 $ 182,894 

References: 
Column (A): Company Schedule C-1 
Column (B): RBM-8. Columns (B) Thru (J) 
Column (C): Column (A) +Column (B) 
Column (D): Sch. RBM-I, Column (B), L8: Sch RBM-1 page 2 L52 
Column (E): Column (C) + Column (D) 
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Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. I 
RATE CASE EXPENSE 

Willow Valley Water Co., Inc. 
Schedule RBM-10 

Page 1 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor - Column (B) L33 

Willow Valley Water Company - Li (L1 X L3) 

2.51 % 

$ 10,500 

3 

RUCO Adjusted Rate Case Expense (L5 / L7) $ 3,500 

Company Amortized Rate Case Expense for Valencia Town as Filed ( Sch. C-2.2) $ 9,923 

RUCO Pro Forma Rate Case Expense (L9 - L11) $ (6,423) 

Amortization Period - 3 years 

RUCO Adjustment 

RUCO's Rate Case Expense Adjustment Calculation: 
Decision No. 71878, dated September 15, 2010, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71 878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) L27 - Col. (A) L 1) $ (368,174) 

Allocation Factor Based on Svstem Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total System Revenud and Percentages 

Company 
Operatinq Amortized Adlustment by 
Revenue %t of Total A& Svstem 

$ 11,411,932 39 87% $104,585 $ (48,896) 
10,705,825 37.41 % 105,801 (53,558) 
4,940,530 17.26% 35,298 (1 1,189) 

717,230 9,923 (6,423) 
214,736 0.75% 2,140 (1,092) 
479,427 168% 4,142 (1,802) 
151,196 0 53% 502 236 

$ 28,620,876 100 00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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Test Year Ended December 31, 201 1 

Line 
- No. System 

OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

(A) 
COMPANY 

Service Provider AS FILED 

1 Valencia Town Arizona Public Service $ 464,075 
2 
3 Valencia Greater Buckeye Arizona Public Service 27,670 
4 
5 Greater Tonopah Arizona Public Service 22,407 
6 

8 
7 Willow Valley 3,747 

9 

Willow Valley Water CO., Inc. 
Schedule RBM-11 

Page 1 

(B) (C) 
RUCO RUCO 

ADJUSTMENT AS ADJUSTED 

$ (62,786) $ 401,289 

(2,562) 25,108 

(2,881) 19,526 

(1,582) 42,165 

Total $ 557,899 $ (69,811) $ 488,088 

References 
Column (A): Company Schedules C-2 
Column (B): Company Schedules C-2.6 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Willow Valley Water Co., Inc. 
Schedule RBM-12 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

(A) (B) (C) (0 (E) (F) (G) (HI 

Line 
No 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

- 

Plant Plant Calculated Company 
Acct Pnor Dec Balance Other Disposals Balance Depreciation Depreciation 
No Account Description Dep Rate 12/31/2010 Additions Costs 12/31/2011 Expense Expense 

303 
304 

306 
307 
308 
309 
310 
31 1 
320 

330 1 
331 
333 
334 
335 
336 
339 
340 

340 1 
341 
342 
343 
344 
345 
346 
347 
348 

390 1 
396 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding ReSeNOirS 
Lake River and Other Intakes 
Wells and Spnngs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distnbution ReseNOirS and Standpipes 
Transmission and Distnbution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
ORce Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools Shop And Garage Equipment 
Laboratoly Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

0.00% 
3.33% 
2 50% 
2 50% 
3 33% 
6 67% 
2 00% 
5 00% 
12 50% 
3 33% 
2 22% 
2 00% 
3.33% 
8 33% 
2 00% 
6 67% 
6 67% 
6 67% 
33.33% 
20 00% 
4 00% 
5 00% 
10 00% 
5 00% 
10 00% 
10 00% 
10 00% 
33 33% 
33 33% 

$ 18,100 
$ 197,952 

$ 1,622.446 

$ 2,118 
$ 11,062 
S 501,448 
$ 287.111 
$ 274,842 
$ 624,048 
$ 95.359 
$ 530,561 
$ 37,179 
S 1,024 
$ 19,310 
$ 22.526 
$ 
$ 81,113 

9 42,909 
$ 9.508 
$ 38.925 
$ 10,063 
$ 10,223 
$ 3,937 

$ 192 50 
266,117 

1,295 

3,323 

11,909 
273,452 

232 
20,639 

2,456 
9,386 

1,007 
120 

479 

4.440 

$ 18,29250 
464.069 

1,623,741 

5,441 
11,062 

513.357 
560.564 
274,398 
644,688 

95,359 
533,017 
46,565 

1,024 
20,317 
22,646 

78,078 

43,388 
9,508 

38,925 
10,063 
10,223 
3,937 

4,440 

9 
11,023 

54,049 

76 
553 

63,425 
14,114 
6,097 

12.687 
3.175 

44.298 
837 
68 

1,322 
1,506 

15,919 

2.157 
95 1 

1,946 
1,006 
1,022 

394 

740 

$ 
7,875 

1,946 

33 

3,874 
35,780 

5.552 
10,087 
2,944 

31,247 
662 

371 
158 

93.079 

499 

779 
833 
195 
507 

221 

$ 4,441,764 $ 595,046 $ - $ (3,711) $ 5,033,100 
Calculated Depreciation Expense $ 237,366 

Company Reported Depreciation Expense 196,642 

Adjustment for Post Test Yr Plant Depreciation 
RUCO Adjusted Test Year Depreciation Expense 

4,022 
200,664 

References. 
Column (A) Decision 71878 
Column (B) RUCO Schedule REM-5 4 
Column (C), (D). (E)RUCO DR 1 14 
Column (F) = (Ax  B)+((C E) *A* 5)) 
Column (G) Depreciation Expense as Reported by Company 
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OPERATING INCl 

Willow Valley Water Co., Inc. 
Schedule RMB-13 

Page 1 

'ME -DJUSTMENT NO. 4 
BAD DEBT EXPENSE 

(A) (B) (C) (D) (E) 
COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 Valencia Town 
2 
3 Palo Verde 
4 
5 Greater Tonopah 
6 
7 Valencia Greater Buckeye 
8 
9 Santa Cruz 
10 
11 Willow Valley 
12 
13 Northern Scottsdale 
14 
15 

$ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 

72,207 10,729 82,936 71,312 (1 1,624) 

4,930 (1 61) 4,769 3,751 (1,018) 

11,720 (425) 11,295 4,805 (6,490) 

55,174 (1,249) 53,925 73,358 19,433 

8,422 (171) 8,251 4,430 (3,821) 

2,281 2,281 

$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Willow Valley Water Co., Inc. 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

(A) (B) (C) 
Company 

Line Acct Selected RUCO RUCO 
No Expense Category No Expenses ADJUSTMENT AS ADJUSTED 

1 Overtime Hours 80101 $ 95,796 $ (47,898) $ 47,898 
2 
3 Bonuses Operations 80107 1,160 (580) 580 
4 
5 Deferred Compensation 80500 293,306 (293,306) 
6 
7 Employee Hiring & Moving 80901 80,264 (40,132) 40,132 
8 
9 Total $ 470,526 $ (381,916) $ 88,610 
10 
11 Allocation Factor (L24) 2 506% 
12 
13 Willow Valley Water Company $ (9,571) 
14 
15 Personnel Expense as Filed $ 263,312 
16 

253,741 17 RUCO Pro Forma Expense (L15 + L13) $ 
18 
19 RUCO Adjustment (L17-L15) $ (9,571) 
20 

Adiustment by 
21 Allocation Factor Based on Test Year Revenue Operatinq Revenue Percent of Total System 
22 Palo Verde Utilities Co 11,411,932 39 873% $ (152,280) 
23 Santa Cruz Water Company 10,705,825 37 406% (I  42,858) 
24 Valencia Town Water Company 4,940,530 17 262% (65,926) 
25 Willow Valley Water Company 717,230 2.506% (937 
26 Water Utility of Greater Tonopah 214,736 0 750% (2,865) 
27 Valencia of Greater Buckeye Water Utility 479,427 1675% (6,397) 
28 Water Utility of Northern Scottsdale 151,196 0 528% (2,018) 
29 Total Revenue Percentages 28,620,876 100 00% $ (381,916) 

References: 
Column (A) -- RUCO DR 1.08 
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Willow Valley Water Co., Inc. 
Schedule REM-16 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

[AI P I  
LINE RUCO RUCO 
NO. Propem Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 * L13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis WIP) 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-1 Schedule) 

RUCO Test YearAdjustment (L16-Ll7) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

IncreaseI(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 I L23) 

$ 702,653 $ 702,653 
2 2 

$ 1,405,306 $ 1,405,306 

1,098,934 
$ 2,107,959 $ 2,504,240 

702,653 

3 3 
$ 702,653 $ 834,747 

2 2 
$ 1,405,306 $ 1,669,494 

47 47 
340 340 

$ 1,405,013 $ 1,669,200 
19.0% 19.0% 

$ 266,952 $ 317,148 
11.5000% 10.3559% 

$ 30,700 
33,931 

$ (3,231) 
$ 32.844 

30,700 
$ 2,144 

$ 2,144 
396,281 
0.5410% 
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Willow Valley Water Co., Inc. 
RBM-17 
Page 1 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Line 
No. Description Amount 
1 
2 
3 
4 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 70,221 

7 

- 

Total Adjusted Test Year Income Tax Expense As Filed by Company - RBM-7 Col (A) Ln 24 

Total Adjusted Test Year Income Tax Expense Per RUCO RBM-7 Col (C) Ln 24 

$ (106,730) 

(36,5091 
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COST OF CAPITAL 

Willow Valley Water Co., Inc. 
Schedule RBM-18 

Page 1 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 29,470 $ - $  29,470 0.89% 5.17% 0.05% 

2 Long-term Debt $ 387,538 $ - $ 387,538 11.65% 4.68% 0.55% 

3 Common Equity $ 2,908,686 $ - $ 2,908,686 87.46% 8.50% 7.43% 

4 TOTAL CAPITAL $ 3,325,694 $ - $ 3,325,694 100.00% 

5 COST OF CAPITAL 8.03% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-1 

Page 1 

REVENUE REQUIREMENT 

(4 (B) 
Company RUCO 

Line OCRB/FVRB OCRB/FVRB 
No. Description Cost cost 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 

a 

18 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 / L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 / L17) 

Rate Of Return On Common Equity 

634,978 $ 

$ 49,158 

7.74% 

$ 70,795 

11.18% 

$ 21,817 

1.6694 

-1 
$ 462,043 

$ 497,654 

7.70% 

1 1.44% 

$ 634,979 

$ 61,801 

9.73% 

$ 53,258 

8.39% 

$ (8,543) 

1.4522 

-1 
$ 462,043 

$ 449,637 

-2.69% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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Valencia Water Utility of Greater Buckeye, Inc. 
REM-I 

Page 2 of 2 

GROSS REVENUE CONVERSION FACTOR/ INCOME TAX CALCULATION 

LINE 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 
57 

DESCRIPTION 

Calculation of Gross Revenue Conversion Factor 
Revenue 
Uncollecible Factor 
Revenues (L1 - L2) 
Combined Federal and State Income Tax and Property Tax Rate (L23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 / L5) 

Calculation of Uncollecnible Factor: 
Unity 
Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (L7 - L8) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10) 

Calculation of Effective Tax Rate 
Operating Income Before Taxes (Anzona Taxable Income) 
Anzona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Col [C] L53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Propertv Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (Col [E]. L17) 
One Minus Combined Income Tax Rate (L18-LI9) 
Property Tax Factor (Sch. REM-16, Col [E]. L24) 
Effective Property Tax Factor (L20 x L21) 
Combined Federal and State Income Tax and Property Tax Rate (Col. (E). L17 + L22) 

LBI 

100 0000% 
29 8750% 
70 1250% 

0 01040 
0 7293% 

100 0000% 
6 5000% 

93 5000% 
25 0000% 
23 3750% 

29 8750% 

100 0000% 
29 8750% 
70 1250% 
07613% 

0 5338% 
30 4088% 

Required Operating Income (Sch REM-I, Col (E) L7) $ 53.258 
Adjusted Test Year Operating Income (Loss) (Sch REM-I, Col (E) L3) 61,801 
Required Increase in Operating Income (L24 - L25) $ (8.543) 

Income Taxes on Recommended Revenue (Col [C]. L52) $ 14,694 
Income Taxes on Test Year Revenue (Col (A). L52) 18,333 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) (3.640) 

Recommended Revenue Requirement (Sch REM-I, Col (E). L30 
Uncollectible Rate (LIO) 
Uncolllectible Expense on Recommended Revenue (L30 x L31) 
Adjusted Test Year Uncollectible Expense(Sch REM-8, Col (K), L31) 
Required Increase in Revenue to Provide for Uncollectible Exp (L32 - L33) 

Property Tax with Recommended Revenue (Sch REM -7 ,  Col (E), L23) 
Property Tax on Test Year Revenue (Sch REM-8, Col (C). L23) 
Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
Total Required Increase in Revenue (Col [E]. L26 + L29 + L34 + L37) 

Calculation of Income Tax 
Revenue (Sch REM-7 Col [C] L4 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col [C]. L57) 
Arizona Taxable Income (L39 - L40 - 141) 
Arizona State Income Tax Rate 
Anzona Income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
Federal Tax on Second Income Bracket ($51,001 - $75.000) @ 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100.001 - $335,000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$lO,OOO,OOO) @ 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

$ 449,637 

$ 4,676 
S 4,805 

001040 

(129) 

$ 10,458 
10,552 

(94) 
$ (12,406) 

Test RUCO 
Year Recommended 

$ 462,043 $ (12,406) $ 449,637 
$ 381.909 $ 381,685 
$ 2,032 $ 2,032 
$ 78,103 $ 65,920 

6.5000% 6 5000% 
$ 5,077 
$ 73,026 
$ 7.500 
S 5,756 
$ 
s 
s 
$ 13,256 
$ 18,333 

$ 4,285 
$ 61,635 
$ 7.500 
$ 2,909 
$ 
$ 
$ 
$ 10,409 
$ 14,694 

Applicable Federal Income Tax Rate [Col IC]. L46 - Col [AI L461/ [Col [Cl L40 - Col [AI. L401 25 0000% 

Svnchronized Interest Calculation 
Rate Ease 
Weighted Average Cost of Debt 
Synchronized Interest 

$ 634,979 
0 32% 

5 2,032 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31, 201 1 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

Line 

(A) 
Company 
As Filed 

(B) 

RUCO 

(C) 
RUCO 

As Adjusted 
No. Description OCRBIFVRB Adjustments OCRBIFVRB 

1 Gross Utility Plant In Service $ 3,079,206 $ - $  3,079,206 

2 Accumulated Depreciation 
3 

4 Advances In Aid Of Const 

5 Contribution In Aid Of Const 
6 Accumulated Amortization Of CIAC 
7 NET CIAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

1 I Deferred Regulatory Assets 

12 Allowance For Working Capital 

Net Utility Plant In Service (L1 + L2) 

Deferred Income Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3 ,4 ,  7,8 Thru 12) 

(1,372,116) (1,372,116) 
$ 1,707,090 $ - $  1,707,090 

$ (722,274) $ - $  (722,274) 

$ (236,097) $ - $  (236,097) 

$ (236,097) $ - $  (236,097) 

$ (43,597) $ - $  (43,597) 

$ (70,143) $ - $  (70,143) 

$ - $  - $  

$ 634,979 $ - $  634,979 

References 
Column (A) Company Schedule B-1 
Column (B) RBM-3, Columns (B) Thru (G) 
Column (C) Column (A) + Column (B) 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-3 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-4 
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Docket  No. W-01212A-12.309 E T A L  
Tes t  Year  E n d e d  December  31,201 1 

PLANT SCHEDULES 
YEAR ENDED DECEMBER 31,2011 

(A) (E) (D) 

1 
2 
3 
4 
5 
6 
7 
7 
8 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

Valencia W a t e r  Utility of Greater Buckeye, Inc. 
Schedule REM-5 

Page 1 

LINE ACCT. 
NO NO ACCOUNT NAME -- 

303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Spnngs 
Infiltration Gallenes 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distnbution Reservoirs and Standpipes 
Transmission and Distnbution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Mher Plant and Miscellaneous Equipment 
Omce Furniture And Equipment 
Computers and Software 
Transpoltation Equipment 
Stores Equipment 
Tools, Shop And Garage Equip 
Labora to~ Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 

TOTAL PLANT IN SERVICE 

Company As Filed 
Difference 

Gross Pant 
From Year 

2010 

$ 27,898 
39.169 

115.895 

1,738 
538,770 
844,989 
588,494 
765,133 
37,406 
37,738 
40.757 
5.432 
4.284 

Plant 
Additions Retirements 

$ - $  - 
128 

4.922 

1.360 

Gross Plant 
Value 
201 1 

$ 27.898 
39.297 

115.895 

1.738 
543,692 
844.989 
588,494 
766,493 
37.406 
37.738 
40.757 
5.432 
4.284 

1,650 1,650 

4,225 
10,089 
8,533 

4,225 
10.089 
8,533 

526 526 

$ 3,072,200 $ 6,410 5 - $ 3.079.136 

3.079.206 
p. 17n1 

References 
Columns (A) (E) Company Workpapers 
Column (c) [(Col. (A) + Col. (6)) X RLM-4, Page 1, Col (A) X 112 yr con" ] + [RLM-4. Page 1, Col. (B) X RLM-4. Page 1, Col (A)] 
Column (D) Schedule RLM-4, Page 1. Column (E) +Column (A) + Column (E) 
Column (E) Schedule RLM-4. Page 1, Column (C) + Column (E) + Column (C) 
Column (F) Column (D) + Column (E) 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

Line 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Test Year Post Test BLANK BLANK Adiusted 
No. Description OCRBIFVRB Year Plant OCRBIFVRB 

1 Gross Utility Plant In Service 3,079,206 $ - $  - $  - $ 3,079,206 

2 Accumulated Depreciation 
3 Net Utility Plant In Service (L1 + L2) 

(1,372,116) (1,372,116) 
$ 1,707,090 $ - $  - $  - $ 1,707,090 

4 Advances In Aid Of Const $ (722,274) $ - $  - $  - $ (722,274) 

5 Contribution In Aid Of Const $ (236,097) $ - $  - $  - $ (236,097) 

7 NET ClAC (L5 + L6) $ (236,097) $ - $  - $  - $ (236,097) 
6 Accumulated Amortization Of ClAC 

8 Customer Meter Deposits $ (43,597) $ - $  - $  - $ (43,597) 

9 Deferred Income Taxes & Credits $ (70,143) $ - $  - $  - $ (70,143) 

10 Unamortized Finance Charges $ - $  - $  - $  - $  

11 Deferred Regulatory Assets $ - $  - $  - $  - $  

12 Allowance For Working Capital $ - $  - $  - $  - $  

13 TOTAL RATE BASE (Sum L's 3 ,4 ,7 ,8  Thru 12) $ 634,979 $ - $  - $  - $ 634,979 

References: 
Company Schedules and RUCO Data Request 1.14 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-7 
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SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

Line 

(A) (B) (C) (D) (E) 
Actual RUCO RUCO RUCO RUCO 

Test Year as Test Year' Test Year As Proposed As  

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

No. Description Filed Adjustments Adjusted Changes Recommended 
Revenues: 
461 Metered Water Revenues 
460 Unmetered Water Revenues 
474 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operating Expenses 
601 
610 
61 5 
618 
620 
621 
630 
635 
641 
650 
657 
659 
666 
670 
675 
403 
403 
408 
408.1 
409 

Salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Materials And Supplies 
Office Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Rental of Building I Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Amort 
Taxes Other than Income 
Taxes Other that Income - Property 
Income Taxes 

Total Operating Expenses 

Operating Income (Loss) 

$ 449,915 $ - $ 449,915 $ (12,406) $ 437,509 

12,128 12,128 12,128 
$ 462,043 $ - $ 462,043 $ (12,406) $ 449,637 

$ 108,598 
51,353 
27,670 

5,234 
(2,816) 
5,458 

36,433 
3,252 
4,216 
9,090 
2,836 
1,509 
4,142 

11,295 
13,302 

137,751 
(25,606) 

1,722 
11,663 
5,781 

$ 102,201 
51,353 
25,108 

5,234 
(2,816) 
5,458 

36,433 
3,252 
4,216 
9,090 
2,836 
1,509 
2,340 
4,805 
6,471 

137,751 
(25,606) 

1,722 
10,552 
18,333 

$ - $ 102,201 
51,353 
25,108 

5,234 
(2,816) 
5,458 

36,433 
3,252 
4,216 
9,090 
2,836 
1,509 
2,340 

(129) 4,676 
6,471 

137,751 
(25,606) 

1,722 
(94) 10,458 

(3,640) 14,694 

$ 412,883 $ (12,641) $ 400,242 $ (3,863) $ 396,379 

$ 49,160 $ 61,801 $ 53,258 

References 
Column (A): Company Schedule C- I  
Column (B): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) + Column (B) 
Column (D): Sch. RBM-1, Column (B), L8: Sch RBM-1 page 2 L52 
Column (E): Column (C) + Column (D) 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-10 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) 

Allocation Factor (L35) 

Valencia Buckeye Water Company 

Amortization Period - 3 years 

RUCO Adjusted Rate Case Expense (L5 I L7) 

Company Amortized Rate Case Expense for Valencia Buckey as Filed ( Sch. C-2.2) 

RUCO Pro Forma Rate Case Expense (L9 - L11) 

RUCO Adjustment 

RUCO's Rate Case Expense Adjustment Calculation: 
Decision No. 71 878, dated September 15, 201 0, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 4 75% 

$ 419,000 

1.68% 

$ 7,019 

3 

$ 2,340 

$ 4,142 

$ (1,802) 

$ (1,802) 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. $ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Allocation Factor Based on Svstem Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total System Revenud and Percentages 

Operatinq 
Revenue 

$ 11,411,932 
10,705,825 
4,940,530 

717,230 
214,736 
479,427 

Companv 
Amortized 

39.87% $104,585 
37 41 % 105,801 
1726% 35,298 
251% 9,923 
075% 2,140 
1.68% 4,142 

%t of Total @nJ. 
Adiustment bv 

Svstem 
$ (48,896) 

(53,558) 
(1 1 ~ 189) 
(6,423) 
(1,092) 
(1,802) 

0.53% 502 236 
$ 28,620,876 100.00% $262,391 $ (122,724) 

151,196 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-11 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

(4 (B) (C) 
Line COMPANY RUCO RUCO 
No System Service Provider AS FILED ADJUSTMENT AS ADJUSTED 

1 Valencia Town Arizona Public Service $ 464,075 $ (62,786) $ 401,289 
2 
3 Valencia Greater Buckeye 7,670 (2,562) 108 
4 
5 Greater Tonopah Arizona Public Service 22,407 (2,881) 19,526 
6 
7 Willow Valley Mohave Electric Cooperative 43,747 (1,582) 42,165 
8 - 
9 

References 
Column (A): Company Schedules C-2 
Column (B): Company Schedules C-2.6 

Total 557,899 (69,811) 488,088 



OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-12 

Page 1 

(A) (B) (C) (D) (E) (F) 
Plant RUCO 

Line Acct Prior Dec Balance Other Disposals Depreciation 
No No Account Description Dep Rate 12/31/2010 Additions Costs Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 

303 
304 

306 
307 
308 
309 
310 
31 1 
320 

330.1 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

390 1 
396 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Total Depreciation Expense 

Company Depreciation As Filed 

0.00% $ 27,898 
3.33% 39,169 128 1,306 
2.50% 
2.50% 
3.33% 115,895 3,859 
6.67% 
2.00% 
5.00% 1,738 87 
12.50% 538,770 4,992 67,658 
3.33% 844,989 28,138 
2.22% 588,494 13,065 
2.00% 765,133 1,360 15,316 
3.33% 37,406 1,246 
8.33% 37,738 3,144 
2.00% 40,757 815 
6.67% 5,432 362 
6.67% 4,284 286 
6.67% 
33 33% 
20.00% 
4.00% 
5.00% 1,650 83 
10.00% 
5.00% 
10 00% 4,225 423 

10 00% 8,533 853 
33.33% 
33.33% 526 88 

$ 137,751 

$ 3,072,200 137,751 

10.00% 10,089 1,009 

References 
Column A Order 71878 
Column B 
Column C, D, E 
Column F 

RUCO Schedule RBM-5 4 
RUCO DR 1 14 

(Ax  B)+((C E) *A* 5)) 
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OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

Greater Buckeye, Inc. 
Schedule RMB-13 

Page 1 

(A) (B) (C) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
COMPANY TEST YEAR ACTUAL RUCO 

No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 

Greater Tonopah 4,930 (161) 4,769 3,751 (1,OI 8) 

Valencia Greater Buckeye 11,720 (425 95 4,805 

Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 

Willow Valley 8,422 (171) 8,251 4,430 (3,821) 

Northern Scottsdale 2,281 2,281 

$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

Line 
(C) 

RUCO 

ADJUSTMENT AS ADJUSTED 
Acct. SLECTED 

No. Expense No. EXPENSES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 

Bonuses Operations 

Deferred Compensation 

Employee Hiring & Moving 

Total 

Allocation Factor (L24) 

Valencia Town Water Company Allocation 

Personnel Expense as Filed 

RUCO Pro Forma Expense (L15 + L13) 

RUCO Adjustment (L17-L15) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total Revenue Percentages 

80101 $ 95,796 $ (47,898) $ 47,898 

80107 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

1.675% 

$ 108,598 

$ 102,201 

Adiustment by 

$ (152,280) 11,411,932 39.873% 
10,705,825 37.406% (1 42,858) 
4,940,530 17 262% (65,926) 

71 7,230 2 506% (9,571) 
214,736 0 750% (2,865) 
479,427 1.675% (6,397) 
151,196 0 528% (2,OI 8) 

28,620,876 100 00% $ (381,916) 

Operatinq Revenue Percent of Total System 

References: 
Column (A) -- RUCO DR 1.08 
Column (C) -- Company Schedules C-2 
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12-031 4 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

LINE 
NO. ProDerty Tax Calculation 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus 10% of CWlP Per Company Schedule E 
Less Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (LIZ * L13) 
Composite Property Tax Rate 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-1 Schedule) 

RUCO Test Year Adjustment (L16-Ll7) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 I L23) 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-16 

Page 1 

[AI P I  

RUCO RUCO 
AS ADJUSTED RECOMMENDED 

$ 462,043 $ 462,043 
2 2 

$ 924,086 $ 924,086 
462,043 

449,637 
$ 1,386,129 $ 1.373.723 

3 3 
$ 462,043 $ 457,908 

2 2 
$ 924,086 $ 915,815 

$ 924,086 $ 915.815 
19 0% 19 0% 

$ 175,576 $ 174,005 
6.0100% 6.0100% 

$ 10,552 
11,663 

$ (1 ,I 11) 
$ 10,458 

10,552 
$ (94) 

$ (94) 
(1 2,406) 

0.007613 
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Valencia Water Utility of Greater Buckeye, Inc. 

Page 1 
RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Line 
No Description Amount 
1 
2 5,781 
3 
4 18,333 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 12,552 

Total Adjusted Test Year Income Tax Exp. As Filed by Company (RBM-8 Col (A) Ln 25) 

Total Adjusted Test Year Income Tax Expense Per RUCO (RBM-1(2), Col (A) Ln 52 

$ 
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COST OF CAPITAL 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-18 

Page 1 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 12,886 $ - $  12,886 0.49% 6.78% 0.03% 

2 Long-term Debt $ 121,380 $ - $ 121,380 4.61% 6.24% 0.29% 

3 Common Equity $ 2,499,277 $ - $ 2,499,277 94.90% 8.50% 8.07% 

4 TOTAL CAPITAL $ 2,633,543 $ - $ 2,633,543 100.00% 

5 COST OF CAPITAL 8.39% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Northern Scottsdale, Inc. 

SCH. PAGE 
NO. NO. -- 

RBM-1 

RBM-I 

RBM-2 

RBM-3 

RBM-3 

RBM-4 

RBM-5 

RBMB 

RBM-7 

RBM-8 

RBM-9 

RBM-10 

RBM-11 

RBM-12 

RBM-I3 

RBM-14 

RBM-15 

RBM-16 

RBM-17 

RBM-I a 

1 o f 2  

2 o f 2  

1 

1 o f2  

2 of 2 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

TABLE OF CONTENTS TO RBM SCHEDULES 

TITLE 

REVENUE REQUIREMENT 

GROSS REVENUE CONVERSION FACTOR / INCOME TAX CALCULATION 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

COMPANY PLANT BALANCES SINCE LAST RATE CASE 

SUMMARY ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH COMPANY ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 1 - RATE CASE EXPENSE 

INTENTIONALLY LEFT BLANK 

OPERATING INCOME ADJUSTMENT NO. 3 - DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 4 - BAD DEBT EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 5 - PERSONNEL EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAXES 

OPERATING INCOMEADJUSTMENT NO. 8 -ADJUSTED TEST YEAR INCOME TAX EXPENSE 

COST OF CAPITAL 
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Line 

Northern Scottsdale, Inc. 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT 
(A) (B) 

Company RUCO 
OCRB/FVRB OCRB/FVRB 

Nol Description Cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Recommended Operating Income (RBM-7, Col (N) Ln 4) X 8.50% 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ (1 81,978) 

$ 21,301 

-11.71% 

$ 21,301 

14.44% 

$ 

1.6290 

I $  2.844 I 
$ 14731 3 

$ 148,244 

1.93% 

NIA 

$ (181,978) 

$ 28,273 

NA 

$ 11,077 

NA 

NA 

1.2863 

I$ (1 7,196) 

$ 147,513 

$ 130,317 

-1 1.66% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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Northern Scottsdale, Inc. 
RBM-I 

Page 2 of 2 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

LINE 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

52 

53 

54 
55 
56 
57 

DESCRIPTION H 
Calculation of Gross Revenue Conversion Factor 
Revenue 
Uncollecible Factor 
Revenues (L1 - L2) 
Combined Federal and State Income Tax and Property Tax Rate (L23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L l  I L5) 

Calculation of Uncollecttible Factor 
Unity 
Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (L7 - L8) 
Uncollectibie Rate 
Uncollectible Factor (L9 ' LIO) 

Calculation of Effective Tax Rate 
Operating Income Before Taxes (Anzona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable income (LIZ - L13) 
Applicabie Federal Income Tax Rate (Col [C] L53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and Stale Income Tax Rate (L13 + L16) 

, , , . . .  ," 
1 28631 1 

100 0000% 
20 5250% 
79 4750% 

0 01546 
12289% 

100 0000% 
6 5000% 

93 5000% 
15 0000% 
14 0250% 

20 5250% 

Calculation of Effective Propertv Tax Factor 

Combined Federal and State Income Tax Rate (Col [E] L17) 
One Minus Combined Income Tax Rate (L18-LI9) 
Property Tax Factor (Sch REM-I6 Cot [El L24) 
Effective Property Tax Factor (L20 x 121) 
Combined Federal and State Income Tax and Property Tax Rate (Col (E), L17 + L22) 

Unity 100 0000% 
20 5250% 
79 4750% 
0 6346% 

0 5043% 
21 0293% 

Required Operating Income (Sch REM-I, Col (8) L7) 
Adjusted Test Year Operating Income (Loss) (Sch RBM-1, Col (E) L3) 
Required Increase in Operating Income (L24 - L25) 

Income Taxes on Recommended Revenue (Col IC], L52) 
Income Taxes on Test Year Revenue (Col (A), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Sch REM-I, Col (E), L30 
Uncollectible Rate (110) 
Uncolllectible Expense on Recornmended Revenue (L30 x L31) 
Adjusted Test Year Uncollectible Expense(Sch. REM-8, Col (K). L31) 
Required Increase in Revenue to Provide for Uncollectible Exp (L32 - L33) 

Property Tax with Recommended Revenue (Sch REM -8, Col (K), L36) 
Property Tax on Test Year Revenue (Sch REM-8. Col (Q). L32) 
Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
Total Required Increase in Revenue (Col [E], L26 + L29 + L34 + L37) 

Calculation of Income Tax 
Revenue (Sch REM-7 Col [C] 14 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col [C]. L57) 
Anzona Taxable Income (139 - L40 - L41) 
Arizona State Income Tax Rate 
Anzona income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) (Q 25% 
Federal Tax on Third Income Bracket (S75.001 - $100,000) (Q 34% 
Federal Tax on Fourth Income Bracket ($100.001 - $335.000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34% 
Total Federal Income Tax 

5 11,077 
28.273 

$ (17.1 96) 

$ 3.772 
7,302 

N/A 

$ 130,317 
0 01546 

$ 2.015 
$ 2,281 

NIA 

$ 2,699 
2,808 

N/A 
$ (1 7,196) 

Test RUCO 
Year Recommended 

$ 147,513 $ (17.196) $ 130,317 
$ 111,939 $ 111,939 
$ 
$ 35,574 

6 5000% 
S 2,312 
$ 33,262 
$ 4,989 
$ 
$ 
$ 
$ 
S 4,989 

S 
5 18,379 

6 5000% 
$ 1,195 
$ 17,184 
$ 2,578 
$ 
$ 
$ 
$ 
$ 2.578 

Combined Federal and State Income Tax (144 + L51) $ 7,302 N/A $ 3,772 

Applicable Federal Income Tax Rate [Col [Cl, L46 - Col [A], L46]/ [Col [C], L40 - Cot [A]. L4Oj 15 0000% 

Svnchronized Interest Calculation 
Rate Base 
Weighted Average Cost of Debt 
Synchronized Interest 
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Line 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

(A) 
Company 
As Filed 

(B) 

RUCO 

Northern Scottsdale, Inc. 
Schedule RBM-2 

Page 1 of 1 

(C) 
RUCO 

As Adjusted 
No. Description OCRBIFVRB Adiustments OCRBlFVRB 

1 Gross Utility Plant In Service $ 1,921,063 $ - $  1,921,063 

2 
3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

13 

Accumulated Depreciation 
Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const 

Contribution In Aid Of Const 

NET ClAC (L5 + L6) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes & Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 3 , 4 , 7 , 8  Thru 12) 

(424,824) (424,824) 
$ 1,496,239 $ - $  1,496,239 

$ (1,824,411) $ - $  (1,824,411) 

$ - $  - $  

$ - $  - $  

$ (10,765) $ - $  (1 0,765) 

$ 156,959 $ - $  156,959 

$ - $  - $  

$ - $  - $  

$ - $  - $  

$ (181,978) $ $ (1 81,978) 

References: 
Column (A): Company Schedule B-1 
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C). Column (A) + Column (B) 
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INTENTIONALLY LEFT BLANK 

Northern Scottsdale, Inc. 
Schedule RBM-3 

Page 1 
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Northern Scottsdale, Inc. 
Schedule RBM-4 

Page I 

INTENTIONALLY LEFT BLANK 
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Northern Scottsdale, Inc. 
Schedule RBM-5 

Page 1 

COMPANY PLANT BALANCES 

Plant RUCO 
Line Acct Balance Other Disposals Depreciation 
No. No Account Description 12/31/2010 Additions Costs Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

303 
304 

306 
307 
308 
309 
310 
31 1 
320 
330.1 
331 
333 
334 
335 
336 
339 
340 
340.1 
341 
342 
343 
344 
345 
346 
347 
348 
390.1 
396 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Total Plant in Service 

$ 30,374 
20,000 

130,000 

216,158 
377 

182,972 
1,155,497 
60,047 
11,303 
108,312 

775 
2,390 

515 

2,343 

1,727 $ 32,101 
20,000 

130,000 

21 6,158 
377 

182,972 
1 ,I 55,497 
60,047 
11,303 
108,312 

775 
2,390 

515 

2,343 

$ 1,921,063 $ 1,922,790 

References: 
Company Schedules and RUCO Data Request 1.14 
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Line 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

Northern Scottsdale, Inc. 
Schedule RBMB 

Page 1 

(A) (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Adjusted Test Year Post Test BLANK BLANK 
No. Description OCRBlFVRB Year Plant OCRBlFVRB 

1 Gross Utility Plant In Service 1,921,063 $ - $  - $  - $ 1,921,063 
2 - 
3 Accumulated Depreciation 
4 
5 

Net Utility Plant In Service (L1 + L2) 
(424,824) (424,824) 

$ 1,496,239 $ - $  - $  - $ 1,496,239 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Advances In Aid Of Const. $ (1,824,411) $ - $  - $  - $ (1,824,411) 

Contribution In Aid Of Const. $ - $  - $  - $  - $  

NET CIAC (L5 + L6) $ - $  - $  - $  - $  
Accumulated Amortization Of CIAC 

Customer Meter Deposits $ (10,765) $ - $  - $  - $ (10,765) 

Deferred Income Taxes & Credits $ 156,959 $ - $  - $  - $ 156,959 

Unamortized Finance Charges $ - $  - $  - $  - $  

Deferred Regulatory Assets $ - $  - $  - $  - $  

Allowance For Working Capital $ - $  - $  - $  - $  

22 
23 TOTAL RATE BASE (Sum L's 3 ,4 ,7 ,8  Thru 12) $ (181,978) $ - $  - $  - $ (181,978) 

References 
Column (A): Company Schedule B-1 
Column (B); Company Schedule 8-2-1 
Column (E); Columns (A) through (D) 
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SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (E) 
Actual RUCO RUCO RUCO RUCO 

Line Test Year as Test Year' Test Year As Proposed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

Revenues: 
1 461 Metered Water Revenues $ 145,963 $ - $ 145,963 $ (17,196) $ 128,767 
2 460 Unmetered Water Revenues 
3 474 Other Water Revenues 1,550 1,550 1,550 
4 TOTAL OPERATING REVENUE $ 147,513 $ - $ 147,513 $ (17,196) $ 130,317 
5 
6 Operatinq Expenses: 
7 601 
8 610 
9 615 
10 618 
11 620 
12 621 
13 630 
14 635 
15 636 
16 641 
17 650 
18 657 
19 659 
20 666 
21 670 
22 675 
23 403 
24 403 
25 408 

salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Materials And Supplies 
Office Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Contractural Services - Other 
Rental of Building I Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm Exp - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Amort 
Taxes Other than Income 

$ 19,787 

10,050 
1,286 
(779) 

1,494 
4,483 

728 

504 
1,508 

475 
664 
502 

4,137 
64,552 

326 

$ 17,769 

10,050 
1,286 
(779) 

1,494 
4,483 

728 

504 
1,508 

475 
664 
738 

2,281 
2,279 

65,325 

326 

$ - $  17,769 

10,050 
1,286 
(779) 

1,494 
4,483 

728 

504 
1,508 

475 
664 
738 

2,281 
2,279 

65,325 

326 
26 408.1 Taxes Other that Income - Property 3,104 (296) 2,808 2,808 

7,302 27 409 IncomeTaxes 13,391 (6,089) 7,302 
28 
29 
30 
31 
32 
33 
34 
35 

Total Operating Expenses 

Operating Income (Loss) 

$ 126,212 $ (6,972) $ 119,240 $ - $ 119,240 

$ 21,301 $ 6,972 $ 28,273 $ (17,196) $ 11,077 

References: 
Column (A): Company Schedule C- I  
Column (8): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) +Column (B) 
Column (D): Sch. RBM-I, Column (B), L8: Sch RBM-1 page 2 L52 
Column (E): Column (C) +Column (D) 
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RATECASEEXPENSE 
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Page 1 

(A) (B) (C) 
Line COMPANY RUCO RUCO 

No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
19 
21 

22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L36) 0.53% 

Northern Scottsdale Water Company $ 2,213 

Amortization Period - 3 years 3 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 738 

Company Amortized Rate Case Expense for Northern Scottsdale as Filed ( Sch. C-2.2) $ 502 

RUCO Pro Forma Rate Case Expense (L9 - L11) $ 236 

RUCO Adjustment 

RUCO's Rate Case Expense Adjustment Calculation: 

Inflation factor from October 1, 201 0 to July 1, 201 2 
$400,000 forGlobal Water. $ 400,000 

Per Consumer Price Index 4.75% 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71 878. $ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Allocation Factor Based on Svstem Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total System Revenud and Percentages 

Operatins 
Revenue 

$ 11,411,932 
10,705,825 
4,940,530 

71 7,230 
214,736 
479.427 

Company 
Amortized 

39.87% $104,585 
37.41 % 105,801 
17.26% 35,298 
2.51% 9,923 
0.75% 2,140 
1.68% 4,142 

%t of Total Amt. 

$ 236 

Adiustment bv 
Svstem 

$ (48,896) 
(53,558) 
(1 1 ,I 89) 
(6,423) 

(1,802) 
(1,092) 

151,196 0 53% 502 236 
$ 28,620,876 100 00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

(A) (B) (C) (D) (E) (F) 

Plant RUCO 
Line Acct Prior Dec Balance Other Disposals Depreciation 
No. No Account Description Dep Rate 12/31/2010 Additions Costs Expense 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

a 

303 
304 

306 
307 

309 
310 
31 1 
320 

330.1 
33 1 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 

390.1 
396 

308 

348 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Calculated Depreciation Expense 

Company Reported Depreciation Expense 

0.00% $ 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3 33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
33.33% 
20.00% 
4.00% 
5 00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 
33 33% 

30,374 
20,000 

130,000 

21 6,158 
377 

182,972 
1,155,497 

60,047 
11,303 

I 0831 2 
775 

2,390 

515 

2,343 

1,727 
666 

4,329 

27,020 
13 

4,062 
23,110 
2,000 

942 
2,166 

52 
159 

26 

781 
33.33% 

!$ 65,324 

64,552 

RUCO Adjusted Test Year Depreciation Expense $ 773 

References 
Column A Order 71878 
Column B RUCO Schedule RBM-5 4 
Column C, D, E RUCO DR 1 14 
Column F (Ax  B)+((C E) *A* 5)) 
Column (G) Depreciation Expense as Reported by Company 
Line 34 Company Schedule 82 1 and RUCO Schedule RBM 3 2 
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BAD DEBT EXPENSE 
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Schedule RMB-13 

Page 1 

(A) (B) (C) (D) (E) 
COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 

Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 

Greater Tonopah 4,930 (161) 4,769 3,751 (1,028) 

Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 

Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 

Willow Valley 8,422 (1 71) 8,251 4,430 (3,821) 

Northern Scottsdale 2,281 2,281 

$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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PERSONNEL EXPENSE 
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Schedule RBM-14 

Page 1 

(A) (B) (C) 
COMPANY 

Line SELECTED RUCO RUCO 
No. Expense No. EXPENSES ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 

Bonuses Operations 

Deferred Compensation 

Employee Hiring & Moving 

Total 

Allocation Factor (L28) 

Northern Scottsdale Water Company Allocation 

Personnel Expense as Filed 

RUCO Pro Forma Expense (L15 + L13) 

RUCO Adjustment (L17-L15) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 
Water Utility of Greater Tonopah 
Valencia of Greater Buckeye Water Utility 
Water Utility of Northern Scottsdale 

Total Revenue Percentages 

Column (C) -- Company Schedules C-2 

References: 
Column (A) -- RUCO DR 1.08 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

Operatinq Revenue 
11,411,932 
10,705,825 
4,940,530 

71 7,230 
214,736 
479.427 

0.528% 

$ 19,787 

$ 17,769 

Percent of Total 
39.873% 
37.406% 
17.262% 
2.506% 
0.750% 
1.675% 

Adiustment bv 
System 

$ (152,280) 
(142,858) 
(65,926) 
(9,571) 
(2,865) 
(6.397) 

$ (381,916) 28,620,876 100 00% 
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OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

Santa Cruz 
Schedule RBM-16 

Page 1 

LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 * L13) 
Composite Property Tax Rate 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C- I  Schedule) 

RUCO Test Year Adjustment (L16-Ll7) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 I L23) 

$ 147,513 
2 

$ 295,026 
147,513 

$ 442,539 
3 

$ 147,513 
2 

$ 295,026 

$ 295,026 
19.0% 

$ 56,055 
5.0100% 

$ 2,808 
3,104 

$ (296) 

$ 147,513 
2 

$ 295,026 

130,317 
$ 425,343 

3 
$ 141,781 

2 
$ 283,562 

$ 283,562 
19.0% 

$ 53,877 
5.0100% 

$ 2,699 
2,808 

$7 (109) 

$ (1 09) 
(1 7,196) 

0.006346 
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OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Line 
- No. Description 

1 
2 
3 
4 
5 
6 
7 

Total Adjusted Test Year Income Tax Expense As Filed by Company 

Total Adjusted Test Year Income Tax Expense Per RUCO 

RUCO Adjusted Test Year Income Tax Expense Adjustment 

Northern Scottsdale, Inc. 

Page 1 
RBM-17 

Amount 

$ 13,391 

7,302 

$ (6,089) 
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COST OF CAPITAL 

Northern Scottsdale, Inc. 
Schedule RBM-18 

Page 1 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ - $  - $  0.00% 0.00% 0.00% 

2 Long-term Debt $ - $  - $  0.00% 0.00% 0.00% 

3 Common Equity $ (233,834) $ - $ (233,834) 100.00% 8.50% 8.50% 

4 TOTAL CAPITAL $ (233,834) $ - $ (233,834) 100.00% 

5 COST OF CAPITAL 8.50% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of 
the applications for a permanent rate increase (“Applications”) of Global 
Water - Palo Verde Utilities Company (“Palo Verde”); Global Water - 
Santa Cruz Water Company (“Santa Cruz”); Global Water - Valencia 
Water Company - Town Division (‘VWCT); Water Utility of Greater 
Tonopah, Inc. (“WUGT”); Willow Valley Water Company, Inc. (“Willow 
Valley”); Valencia Water Company - Greater Buckeye Division 
(“VWCGB”); and Global Water - Water Utility of Northern Scottsdale 
(“W U N S”) (co I lect ive I y “Ap p I ica n ts , ” “ G lo ba I Uti I it i es , ” or “ Com pan y ”) w h i c h 
were filed with the Arizona Corporation Commission (“ACC” or 
“Commission”) on July 9, 2012, RUCO recommends the following: 

RUCO recommends that the Arizona Corporation Commission reject the 
Applicants’ request for a Distribution System Improvement Charge and a 
Collection System Improvement Charge. 

I 
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INTRODUCTION 

Q. 

4. 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utility regulation 

and your educational background. 

I have been involved with utility regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission’,) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. Appendix 1, 

which is attached to my direct testimony on the cost of capital issues In 

this case, further describes my educational background and also includes 

a list of the rate cases and regulatory matters that I have been involved in. 

What is the purpose of your testimony? 

The purpose of my testimony is to present RUCO’s position on requests 

for a water system Distribution System Improvement Charge (“DSIC”) and 

a wastewater system Collection System Improvement Charge (“CSIC”) 

presented in the applications for a permanent rate increase 

1 
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(“Applications”) of Global Water - Palo Verde Utilities Company (“Palo 

Verde”); Global Water - Santa Cruz Water Company (“Santa Cruz”); 

Global Water - Valencia Water Company - Town Division (“VWCT); Water 

Utility of Greater Tonopah, Inc. (“WUGT); Willow Valley Water Company, 

Inc. (“Willow Valley”); Valencia Water Company - Greater Buckeye 

Division (“VWCGB”); and Global Water - Water Utility of Northern 

Scottsdale (“WUNS”) (collectively “Applicants,” “Global Utilities,” or 

“Company”) which were filed with the Arizona Corporation Commission 

(“ACC” or “Commission”) on July 9, 2012, 

Q. 

4. 

Will RUCO be filing testimony on the required revenue, rate design 

and cost of capital issues associated with AWC’s Application? 

Yes. RUCO witness Robert B. Mease will provide direct testimony 

presenting RUCO’s recommendations on required revenue and will 

address other issues in the case including RUCO’s recommended 

treatment of Infrastructure Coordination and Financing Agreements 

(“ICFAs”) and acquisition adjustments. Mr. Mease will also sponsor 

RUCO’s direct testimony on rate design which is scheduled to be filed on 

July 15, 2013. As I noted above, I have also filed, under separate cover, 

direct testimony on the cost of capital issues in this case. 

2 
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SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

3. 

4. 

Q. 

4. 

Please summarize the specific issues that you will address in your 

direct testimony. 

My direct testimony will address the Applicants DSlC and CSlC requests. 

Please provide a brief summary of RUCO’s recommendations. 

RUCO recommends that the Commission reject the Applicants’ requests 

for DSlC and CSlC mechanisms for the reasons that I will present in my 

direct testimony. 

DSlC AND CSlC REQUESTS 

Q. 

A. 

Q. 

A. 

What water and wastewat 

DSlC and CSlC mechanisms for? 

systems are the C mpan requesting 

The Company is requesting DSlC mechanisms for all its water systems 

with the exception of WUNS, and a CSlS for the Palo Verde wastewater 

system. Both mechanisms will allow the Applicants to recover the costs of 

specific plant additions that are placed into service between general rate 

case proceedings through a surcharge. 

Have you reviewed the direct testimony of Paul Walker that 

addresses the requests for the DSlC and CSlC mechanisms? 

Yes. 

3 
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Q. 

A. 

Q. 

A. 

Briefly explain the Company’s DSlC and CSlC requests. 

The Company is proposing that supply mains, distribution and 

transmission mains, services and meters recorded in National Association 

of Regulatory Utility Commissioners (“NARUC”) Accounts numbered 309, 

332, 333 and 334 be eligible for recovery through a water system DSlC 

mechanism. For the wastewater CSIC, qualifying assets would include 

Collection Sewers - Force, Collection Sewers - Gravity, Special Collecting 

Structures, Services to Customers, Flow measuring Devices, Flow 

Measuring Installations and Outfall Sewer Lines recorded in NARUC 

Accounts numbered 360, 361, 362,363, 364, 365 and 382. 

According to Mr. Walker’s direct testimony, the Applicants would submit a 

Proposed System Improvement Plan that would specify five- and ten-year 

replacement plans for eligible assets financed by debt and equity that 

would be updated every two years. The Applicants would then file 

requests on an annual basis, for ACC Staffs review, to place completed 

projects into rate base and earn a return that is equal to the rate of return 

authorized in the last rate case. 

Have there been any developments regarding a mechanism similar to 

the DSlC and CSlC that the Applicants are requesting? 

Yes. Since Mr. Walker’s testimony was filed on July 9, 2012, the ACC has 

issued Decision No. 73938, which approved an Arizona Water Company 

4 
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(“AWC”) Eastern Group settlement agreement that adopts a System 

Improvement Benefits (“SIB”) surcharge mechanism for the Eastern 

Group water systems.’ Like the DSIC and CSlC mechanisms being 

requested in this case, the SIB allows for recovery of qualifying water 

system plant additions that are placed into service between general rate 

case proceedings. Global Utilities was a party to the AWC Eastern Group 

settlement agreement as were a number of other Arizona water providers. 

Q. 

4. 

Q. 

4. 

Was RUCO a signatory to the AWC Eastern Group settlement 

ag reem en t? 

No. RUCO was not a signatory to the Eastern Group settlement 

agreement. RUCO’s Director, Patrick J. Quinn, and I testified against the 

settlement agreement during the AWC Eastern Group Phase 2 evidentiary 

hearing on the SIB mechanism. 

Have there been any other cases in which a SIB mechanism has 

been approved by the Commission? 

No. A settlement agreement that adopts a SIB mechanism for AWC’s 

Northern Group water systems is before the Commission at this time, but 

has not yet been approved by the Commission. RUCO also opposed the 

AWC Northern Group settlement agreement as well.* 

Docket Number W-O1445A-11-0310 

’ Docket Number W-O1445A-12-0348 

1 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Has the Commission approved a SIB mechanism or a CSIC for a 

wastewater utility, such as Palo Verde, to date? 

No. 

What is RUCO’s recommendation regarding the Company-proposed 

DSlC and CSIC? 

RUCO recommends that the Commission reject the Company-proposed 

DSlC and CSlC for the same reasons that it opposed the SIB mechanism 

adopted in the aforementioned AWC Eastern and Northern Group 

settlement agreements. The SIB mechanism approved by the 

Commission for the AWC Eastern Group is intended to be a template for 

mechanisms such as the DSlC and CSlC that the Applicants are 

requesting in this case. For this reason I will include the SIB in the 

discussion that follows. 

Please discuss RUCO’s reasons for opposing the adoption of the 

SIB, DSlC and CSlC mechanisms. 

There are four reasons3 why RUCO is opposed to the adoption of the SIB, 

DSlC and CSlC mechanisms. First, each of the mechanisms allow for the 

recovery of routine plant improvements outside of a rate case that would 

normally be recovered in a general rate case proceeding. Second, the 

There are also legal concerns with the implementation of the DSIC which, if necessary, RUCO 3 

will address in its legal briefs. 
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SIB, DSlC and CSlC are one-sided mechanisms that work only in the 

interest of shareholders. While they allow accelerated cost recovery for 

new plant, they fail to adequately consider reduced operations and 

maintenance expense (“O&M”) savings attributable to the new plant. 

Third, there is no federal or state requirement mandating the types of 

routine plant additions that the SIB, DSlC and CSlC mechanisms recover 

through a surcharge. Fourth, neither AWC nor the Applicants in this case 

have proven that they would not be able to ensure safe and reliable water 

service or achieve cost recovery absent the adoption of a SIB, DSlC or 

CSIC. Therefore, there is no need for the Commission to adopt a special 

surcharge for such routine additions. 

Q. 

4. 

In regard to RUCO’s first reason for rejecting the Company-proposed 

DSlC and CSIC, are the types of infrastructure improvements that 

would be recovered through the SIB, DSlC and CSlC extraordinary in 

nature? 

No. Like the AWC Eastern and Northern Group SIBS, the types of 

infrastructure improvements for which the Company-proposed DSlC and 

CSlC mechanism are intended to recover are routine in nature. These are 

plant improvements that any regulated utility would normally make as 

existing assets reach the end of their useful lives. There is nothing 

extraordinary about these types of plant additions. Normal regulatory 

procedures allow cost recovery for these types of plant additions after a 
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determination of prudency and that the additions meet the used and useful 

standard during a general rate case proceeding when all of the various 

ratemaking elements are taken into consideration. RUCO has 

consistently opposed the use of cost recovery mechanisms that do not 

allow for the type of thorough analysis that takes place in a general rate 

case proceeding. 

Q. 

4. 

Why is it important to consider all of the ratemaking elements when 

setting new rates? 

Because the addition of new plant that replaces aging plant can have an 

impact on operating expenses which are recovered by a utility on a dollar- 

for-dollar basis in new rates. For example, new additions may be 

responsible for lower purchased pumping power costs as a result of 

improved system efficiency and lower employee wage expense as a result 

of less time spent on repairing aging plant items after normal hours. 

Under the Company-proposed DSlC and CSIC, the Applicants would 

enjoy the benefit of receiving a return on and a return of its investment in 

new plant through a surcharge established between general rate case 

proceedings. Unfortunately, ratepayers receive no benefit from any cost 

savings that are related to the plant additions that they will be paying for 

through the SIB, DSlC and CSIC. Any cost savings resulting from new 

plant additions recovered through the Company-proposed DSlC and 
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CSIC would be pocketed by the Applicants between general rate case 

proceedings. 

Q. 

A. 

In regard to RUCO’s third reason for rejecting the Company- 

proposed DSlC and CSIC, are there any federal or state regulations 

that require the Commission to approve a mechanism that is similar 

to the ACRM? 

No. Unlike the circumstances surrounding plant that was required for 

reducing the level of arsenic in drinking water, there are no federal or state 

requirements that warrant the implementation of a mechanism similar to 

the Arsenic Cost Recovery Mechanism (“ACRM’’)4 for the recovery of 

aging plant between general rate cases. RUCO believes that adjustor 

mechanisms are extraordinary rate recovery devices that are permitted for 

certain narrow circumstances. In RUCO’s view, the routine replacement 

of aging infrastructure, that would be recovered through the SIB or the 

Company-proposed DSlC and CSIC, does not qualify as an extraordinary 

circumstance that requires a mechanism such as the ACRM which was 

specifically designed to address a one-time event that impacted 

dozens of Arizona water companies simultaneously. RUCO believes 

that more mainstream issues, such as excessive water loss, are 

something that water providers should keep in check as a matter of 

The ACRM was adopted by the Commission in order to allow Arizona water providers to 
recover the costs associated with meeting more stringent arsenic level standards imposed by the 
federal government. 

s 
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routine cost management. A water provider’s failure to perform ordinary 

maintenance is not a reason for the institution of a SIB, DSlC or CSlC in 

RUCO’s opinion. 

Q. 

4. 

Q. 

4. 

Please discuss RUCO’s fourth reason for rejecting the DSIC. 

RUCO believes that AWC should replace aging infrastructure as part of 

the Company’s normal course of infrastructure improvements to ensure 

continued safety and reliability. RUCO, however, does not find that a 

SIB, DSlC or CSlC surcharge is necessary for AWC to meet the 

Company’s obligation to provide safe and reliable water service. The 

Applicants do not contend that the denial of a DSlC or CSlC would change 

its ability to meet the Company’s statutory and regulatory commitments 

and the Applicants do not allege that it is financially unable to make 

necessary and prudent infrastructure replacements without the DSlC or 

CSIC. 

Does the National Association of State Consumer advocates 

(“NASUCA”) endorse mechanisms similar to the SIB, DSlC or CSIC? 

No. NASUCA issued a resolution in 1999 (Attachment A) that opposes 

the adoption and implementation of mechanisms such as the Company- 

proposed DSlC and CSIC. The resolution lists a number of sound 

reasons why such mechanisms should be rejected by state utility 

commissions . 
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Q. 

A. 

Can you cite any research that illuminates the deficiencies in the SIB, 

and the Company-proposed DSlC and CSlC surcharges? 

Yes. In September of 2009, Ken Costello, a Principal with the National 

Regulatory Research Institute (“NRRI”), published a survey report on cost 

trackers (similar to the SIB and the Company-proposed DSlC and CSIC). 

In his report, Mr. Costello noted the following: 

“Cost trackers can, in various ways, result in higher utility costs. 
First, they undercut the positive effects of regulatory lag on a 
utility’s costs. “Regulatory lag” refers to the time gap between 
when a utility undergoes a change in cost or sales levels and 
when the utility can reflect these changes in new rates. 
Economic theory predicts that the longer the regulatory lag, the 
more a utility has to control its costs; when a utility incurs costs, 
the longer it has to wait to recover those costs, the lower its 
earnings are in the interim. The utility, consequently, would have 
an incentive to minimize additional costs. Commissions rely on 
regulatory lag as an important tool for motivating utilities to act 
efficiently. As economist and regulator Alfred Kahn once 
remarked: 

“Freezing rates for the period of the lag imposes 
penalties for inefficiency, excessive conservatism, 
and wrong guesses, and offers rewards to their 
opposites; companies can for a time keep the 
higher profit they reap from a superior performance 
and have to suffer the losses for a poor one.” 

Rational utility management, as a general rule, would exert 
minimal effort in controlling costs if it has no effect on the utility’s 
profits. This condition occurs when a utility is able to pass 
through (with little or no regulatory scrutiny) higher costs to 
customers with minimal consequences for sales. Cost 
containment constitutes a real cost to management. Without any 
expected benefits, management would exert minimum effort on 
cost containment. The difficult problem for the regulator is to 
detect when management is lax. Regulators should concern 
themselves with this problem; lax management translates into a 
higher cost of service and, if undetected, higher rates to the 
utilities’ customers. Regulators should closely monitor and 
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scrutinize costs, such as those sub‘ect to cost trackers, t hat 
utilities have little incentive to control.” c 

Q. 

A. 

Can you cite other cases or testimony that supports RUCO’s position 

on this issue? 

Yes. In April of 2009, Sonny Popowsky, the Consumer Advocate for the 

State of Pennsylvania, offered testimony before the Pennsylvania House 

Consumer Affairs Committee regarding a House Bill that would have 

approved a mechanism similar to the SIB and the Company-proposed 

DSlC and CSlC for natural gas utilities (Attachment B). In his testimony, 

to support his argument against the adoption of the natural gas 

mechanism, Mr. Popowski quoted Commonwealth Court Judge Leavitt in 

her opinion on a CSIC, being sought by Pennsylvania-American Water 

Company: 

“The surcharge is quite different from a base rate. In 
Pennsylvania, as in most jurisdictions, rates for public 
utilities are set using what is known as the test year concept, 
which requires taking a snapshot of the utility’s revenues, 
expenses and capital costs during a one-year period. The object 
of using a test year is to reflect typical conditions. Test year 
expenses may be adjusted or normalized where atypical or non- 
recurring. Under the test year concept, revenues, expenses and 
capital costs are to be simultaneously reviewed for the same 
period of time so that a utility may prove its new rates are “just 
and reasonable.” 

Mr. Popowski went on to state the following: 

“Unlike a traditional base rate case, in which all costs and all 
revenues are considered simultaneously, a DSlC is a one way 
street that can only increase rates between rate cases, even if a 

Costello, Ken, “How Should Regulators View Cost Trackers?” Washington, DC: National 5 

Regulatory Research Institute, Pages 4-5 [footnotes excluded] 
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utility’s other costs are going down or its revenues are going up. 
In setting utility rates, it is important to look at all the utility’s costs 
and revenues, not just a single utility cost item that may be 
added between rate cases.” 

3. 

4. 

... 

Can RUCO cite any other studies that dispute the benefits of adjustor 

mechanisms such as the SIB or the Company-proposed DSIC and 

CSlC mechanisms discussed in your testimony? 

Yes. In May of 2012, Ralph Smith of Larkin & Associates, PLLC, who has 

testified in a number of rate case proceedings on behalf of ACC Staff and 

RUCO, recently authored a report on the increasing use of surcharges on 

consumer utility bills for the American Association of Retired Persons 

(“AARP”) which I’ve attached to my direct testimony (Attachment C). In his 

report, Mr. Smith explains how, for many consumers, home utility bills are 

becoming more and more cluttered with new fees and surcharges to pay 

for everything from investment in new gas pipelines to environmental 

compliance costs. Mr. Smith points out that that these types of surcharges 

are departures from the traditional utility rate setting process. He also 

warns that surcharges, such as a SWlP or DSIC, can result not only in 

increased costs to consumers, but additional undesirable consequences 

such  as reducing utility incentives to control costs and shifting utility 

business risks away from investors and onto customers. 
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9. 

4. 

Q. 

4. 

Has the Commission rejected such mechanisms in prior cases? 

Yes, in a prior Arizona-American Water Company rate case proceeding, 

the Commission adopted the recommendations of ACC Staff and RUCO 

and rejected a similar cost recovery mechanism identified as an 

Infrastructure Improvement Surcharge (“IIS”). Decision No. 72047 stated 

the following: 

“The Company admits the surcharge would cover routine 
investments in such items as meters, mains, hydrants, tanks 
and booster stations, and while the Company proposed a cap 
on the increase between rates, the Company has not 
quantified the amount of the proposed surcharge. We agree 
with RUCO and Staff that the recovery of expenditures for 
plant additions and improvements does not warrant the 
extraordinary ratemaking device of an adjuster mechanism, 
and will therefore not grant the request for institution of an 11s.” 

Do the customer bill impacts justify the adoption of the SIB or the 

Company-proposed DSlC and CSIC? 

No. While proponents argue that surcharge mechanisms such as the SIB 

or the Company-proposed DSlC and CSlC result in gradual rate increases 

that would be more palatable to both ACC Commissioners and to 

ratepayers, if the Commission were to adopt such mechanisms for the 

Applicants, ratepayers could be looking at a rate increase in every year 

between general rate cases. Municipal systems don’t even impose such 

frequent rate hikes on their water and wastewater customers. This steady 

stream of rate increases is certainly a departure from the Commission’s 

prior preference for rate stability between general rate cases. While it is 

possible that the adoption of a SIB or the Company-proposed DSlC and 
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CSlC may mitigate rate shock in future general rate cases, the 

Commission would have to weigh this with the fact that this steady stream 

of rate increases will benefit the Company more than AWC ratepayers 

given the fact that the surcharge amounts will not reflect any dollar-for- 

dollar cost reductions in operating expenses that are associated with the 

new plant. 

Because ACC Staff, and intervenors, such as RUCO, will not have the 

opportunity to look closely at the plant additions being placed into service 

between rate cases, the possibility exists that imprudent expenditures 

would not be discovered until a general rate case proceeding. By then 

ratepayers could have been overcharged for imprudent plant expenditures 

for a number of years. Furthermore, ratepayers who leave the affected 

systems will not even see any savings from new rates, established in a 

general rate case proceeding, that reflect lower operating costs or the 

disallowance of imprudent plant expenditures. For the reasons that I’ve 

given above, I believe that the Commission should reject a SIB or the 

Company-proposed DSlC and CSIC. 

Q. 

A. 

Is there any way to mitigate the problems with the SIB or the DSlC 

and CSlC that you discussed above? 

Possibly. In July 201 1, David D. Dismukes, Ph.D. (who recently testified 

for ACC Staff in the recent Southwest Gas Corporation rate case 
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proceeding), filed testimony6 on a surcharge mechanism similar to the 

Company-proposed DSlC and CSlC in a proceeding before the Maryland 

Public Service Commission. As an alternative to an accelerated natural 

gas pipe replacement plan that was being proposed in that proceeding by 

WGL Holdings, Inc., Mr. Dismukes recommended an Operations & 

Maintenance (“O&M”) expense offset that would apply a specified dollar 

credit to every mile of replaced pipe. A similar credit could be applied to 

every foot of replacement line that AWC would recover through the 

Company-proposed DSIC. Mr. Dismukes recommendation makes good 

sense from the standpoint that O&M expense would drop as aging 

infrastructure is replaced. In this case, an O&M credit would have the 

effect of lowering the increased pro-forma level of O&M expense that it is 

being proposed by AWC in this case which would be embedded in base 

rates. The adoption of an O&M credit, that would be applied to customer 

bills at the same time that potential DSlC surcharges go into effect, would 

produce fairer rates in RUCO’s view. 

Q. 

A. 

Did the Maryland Public Service Commission approve the surcharge 

portion of the plan being proposed by WGL Holdings, Inc.? 

No. In its final decision7 on the matter, the Maryland Public Service 

Commission stated that “although the Commission does agree with WGL 

Dismukes, David E., Ph.D., Direct Testimony on Behalf of the Maryland Office of People’s 

Maryland Public Service Commission Order No. 84475 issued on November 14, 201 1 

6 

Counsel, Case no. 9267, filed July 27, 201 1 
7 
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[Holdings, Inc.] that “safe and reliable infrastructure is its highest priority,” 

it maintains that ‘infrastructure investments do not justify a surcharge’ to 

be imposed on customers. The Maryland Commission authorized WGL 

Holdings, Inc. to implement the initial phase of its proposed accelerated 

natural gas pipe replacement plan but stated that it would address cost 

recovery in appropriate future rate cases. 

Q. 

4. 

Q. 

A. 

Q. 

A. 

Doesn’t the SIB adopted in the AWC Eastern group settlement 

agreement have an efficiency credit that provides a reduction that is 

similar to the O&M credit discussed above? 

Yes. However, as RUCO’s Director, Patrick J. Quinn, stated during the 

Phase 2 AWC Eastern Group hearing, the SIB efficiency credit does not 

go far enough. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of the Applicants’ witnesses constitute 

your acceptance of their positions on such issues, matters or 

findings? 

No, it does not. 

Does this conclude your direct testimony on Global Utilities’ rate 

case filing? 

Yes, it does. 
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National Association of State Utility Advocates 

Home > Resolutions > Water Company Infrastructure Costs 

National Association of  State Util i ty Consumer Advocates 
R E S O L U T I O N  

Discouraging State Regulatory Commissions f rom Adopting Automatic 
Adjustment Charges for Water Company Infrastructure Costs 

WHEREAS, certain regulated water companies have recently proposed 
mechanisms for automatically increasing water rates, prior t o  regulatory review, 
based upon isolated items of  expense related t o  infrastructure projects; and 
WHEREAS, the National Association of  State Utility Consumer Advocates 
(NASUCA) believes that  public interest is still best served b y  rate of return 
regulation of investor-owned water companies and that such automatic 
adjustment mechanisms contradict several sound rate of  return ratemaking 
principles, including the matching principle, because increases t o  i tems of  rate 
base are recognized far outside of  the  test  year f rom which all other rate base, 
as well as revenues, expenses, and cost of capital items that  are used when 
calculating rates, allowing 'piecemeal ratemaking' and preventing the 
recognition of  any simultaneous offsetting reductions in other items; and 

WHEREAS, automatic adjustment mechanisms also circumvent regulatory 
review of increases t o  rate base for  prudence and reasonableness; and 

WHEREAS, automatic adjustment mechanisms further create bad public policy 
by  eliminating the built-in regulatory incentive t o  control costs between rate 
cases and, generates incentives t o  increase spending in order t o  avoid reduction 
of the surcharge which occurs if the water company's authorized return is 
reached; and 

WHEREAS, when an automatic adjustment clause is adopted, rate stability is 
reduced and proper price signals are distorted by frequent rate increases, and 
no convincing evidence has been shown t o  support the claim that  the frequency 
of rate case proceedings is reduced b y  such clauses; and 

WHEREAS, special incentives are not needed in order ensure adequate water 
quality, pressure, and a proper reduction of  service interruptions; and 

WHEREAS, automatic adjustment mechanisms can inappropriately reward water 
companies that  have imprudently fallen behind in infrastructure improvements; 
and 

WHEREAS, it is inappropriate t o  tilt the regulatory balance against consumers 
and shift business risk away f rom water companies simply for  the purpose of 
creating an incentive for  these companies t o  fulfill their basic obligation t o  
provide safe and adequate service; 

THEREFORE, BE I T  RESOLVED, that  NASUCA strongly recommends state 
legislatures and state public utility commissions avoid the implementation of  
automatic adjustments charges for water company infrastructure costs; and 

BE IT  FURTHER RESOLVED, that  NASUCA authorizes its Executive Committee to  
develop specific positions and t o  take appropriate actions consistent wi th the 
terms of th is resolution. The Executive Committee shall notify the membership 
of  any action taken pursuant t o  th is resolution. 

http://www .nasuca.org/archive/res/water/res993 .php 
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Chairman Preston, Chairman Godshall 
and Members of the House Consumer Affairs Committee 

My name is Sonny Popowsky. I have served as the Consumer Advocate of 

Pennsylvania since 1990, and I have worked at the Office of Consumer Advocate since 1979. 

Thank you for this opportunity to present testimony to this Committee regarding House Bill 744, 

which would allow natural gas utilities in Pennsylvania to increase their rates automatically to 

reflect the capital costs of distribution plant that is added to service between base rate cases. As 

currently drafted, House Bill 744 would allow automatic increases in rates to reflect the value of 

new plant additions, but would not reflect reductions in the value of existing distribution plant 

resulting from depreciation and retirements during the same period. As such, the proposed 

distribution system improvement charge (DSIC) contained in HB 744 is one-sided and unfair to 

consumers. In addition, HB 744 contains no limit on the overall level of rate increases that can 

be obtained by natural gas utilities through these automatic adjustment clauses, which means that 

rates can be increased indefinitely without a Commission review of the utility’s overall base 

rates. If the General Assembly chooses to proceed with HB 744, then I would respectfully 

submit that the legislation must be amended in order to correct these flaws. 

As you know, the model used to support the proposed natural gas distribution 

system improvement charge is found in a Public Utility Code provision that was added for water 

companies in 1996 to allow water utilities to increase rates between base rate cases in order to 

cover the costs of new distribution improvements. At that time, many water utilities were filing 

base rate cases almost annually to cover the cost of new infrastructure required to meet state and 

federal safe drinking water laws. 
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In contrast, until 2008, several of our major natural gas utilities had not filed base 

rate cases in decades. Prior to 2008, the last base rate increase for PECO Gas was in 1988, 

twenty years earlier. The last base rate case filed by Columbia before 2008 was in 1995 and the 

last Equitable case prior to 2008 was in 1997. To this day, UGI and Dominion (Peoples) have 

not filed a base rate case since 1995. I am not aware of any evidence that these utilities have 

been unable to maintain safe natural gas service and make necessary infrastructure improvements 

during those many years in which their base rates remained unchanged. When Pennsylvania 

natural gas utilities have been able to provide service to customers without increasing their base 

rates for 10, 15 or 20 years, why would we pass a law that allows them to raise those rates 

automatically every three months? 

This is not a hypothetical question. In November 2007, PECO Gas issued a press 

release announcing that it had just completed $12.3 million in upgrades to its suburban 

Philadelphia natural gas facilities, including the replacement of 58,000 feet of cast iron and bare 

steel mains. And, PECO Gas did all this without raising its base rates and without a DSIC. In 

the press release announcing the system improvements that PECO issued on November 6,2007, 

the Company stated: 

During the past 20 years, PECO has made significant upgrades to 
its natural gas delivery system and expanded capacity, serving 
about 7,000 new customers each year - all without an increase in 
the company’s delivery and service charges since 1988. By saving 
customers money through the use of new technologies, increasing 
sales, operational mergers and other efficiencies PECO charges 
remain among the lowest in Pennsylvania. 

That is how ratemaking is supposed to work. Between base rate cases, a utility makes needed 

investments that increase costs, but the utility may also add customers who provide more 
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revenues, or it may operate more efficiently to reduce costs in other areas. Most importantly, the 

level of investment in its existing infrastructure goes down in value due to depreciation and 

retirements. In a base rate case, both the increases and decreases are taken into account. 

In a base rate case, all of the utility’s costs and revenues are looked at together in 

order to determine whether the company needs to increase its base rates. In contrast, a 

distribution system improvement charge simply takes out of context one cost element -the cost 

of new pipes - and raises the utility’s overall rates to reflect that additional cost, without 

considering any offsetting changes. 

It is true that improvements to our natural gas infi-astructure cost money, and 

utilities that make prudent investments that are used to serve the public are permitted an 

opportunity to recover a return of and earn a fair return on those investments. That does not 

mean, however, that we need to remove the protections of the Public Utility Code in order to 

make it easier for utilities to increase their rates between rate cases, without hearings and without 

any meaningful ability for customers to oppose such increases. 

Traditionally, utilities in Pennsylvania and across the Nation have recovered the 

cost of infrastructure improvements through base rate cases, in which all of the utilities’ 

investments, expenses, and revenues are examined at the same point in time. As I mentioned 

earlier, in 1996, the General Assembly created an exception to this process for water utilities at a 

time when water companies contended that they were subject to very substantial new 

infrastructure requirements. 

permitted to increase every three months, are subject to Commission audit to ensure that they are 

correctly calculated and accounted for, but they are not reviewed by the Commission to 

determine whether the investments are needed or are prudently incurred before their costs are 

The investments recovered through these surcharges, which are 
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placed in rates. That is why these provisions are called “automatic adjustment” clauses in both 

the existing Section 1307 of the Public Utility Code and in the proposed House Bill 744. 

Initially, the DSIC surcharges for water utilities were limited by the PUC to no more than 5% of 

the utility’s revenues, but in 2007, the Commission approved - over the objection of my Office, 

the Office of Small Business Advocate, the Office of Trial Staff, and the Company’s large 

industrial customers -- an increase in the DSIC surcharge of Pennsylvania American Water 

Company (PAWC) from 5% to 7.5%. Indeed, it appears from the Commission’s Order in that 

case, that the Commission believes it has the discretion to allow the surcharge to increase to 10% 

or even higher if it chooses to do so. 

As you may be aware, PAWC also sought to implement a surcharge for its 

wastewater (sewer) division called a Collection System Improvement Charge (or CSIC). The 

PUC approved that surcharge and my Office successfully appealed on the ground that the 

automatic capital recovery surcharges permitted under the Public Utility Code are limited to 

water utilities. The Commonwealth Court agreed with my Office that the CSIC was not 

permitted under the Public Utility Code, but the Court also discussed the policy objections to a 

clause that allows a utility to recover capital expenditures through an automatic surcharge 

mechanism. As stated by Judge Leavitt in her Opinion for the Commonwealth Court: 

Utility’s Wastewater Charge will entail regulatory 
oversight that amounts to no more than a mathematical exercise. 
The after-the-fact audit will require Utility to show only that it did, 
in actuality, spend the funds for the intended purpose and not, for 
example, that a new pumping station was needed and was 
operating effectively.. ... 

. . .. the “cursory” review undertaken for a surcharge is not a 
substitute for the review undertaken in a base rate case to 
determine whether a rate is just and reasonable. 
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Popowsky v. PA PUC, 869 A.2d 1144,1156 (Comm. Ct. 2005). 

More important than the lack of prior substantive Commission review, in my 

opinion, is the fact that a surcharge for capital expenditures is contrary to the general concept of 

just and reasonable rates because it allows recovery of a single cost increase, while ignoring all 

of the other changes, both positive and negative, that occur between base rate cases. Again, to 

quote from Judge Leavitt’s opinion for the Commonwealth Court in the PAWC CSIC case: 

The surcharge is quite different from a base rate. In 
Pennsylvania, as in most jurisdictions, rates for public utilities are 
set using what is known as the test year concept, which requires 
taking a snapshot of the utility’s revenues, expenses and capital 
costs during a one-year period. The object of using a test year is to 
reflect typical conditions. Test year expenses may be adjusted or 
normalized where atypical or non-recurring. Under the test year 
concept, revenues, expenses and capital costs are to be 
simultaneously reviewed for the same period of time so that a 
utility may prove its new rates are “just and reasonable.” 

869 A.2d at 11 52. 

Unlike a traditional base rate case, in which all costs and all revenues are 

considered simultaneously, a DSIC is a one-way street that can only increase rates between rate 

cases, even if a utility’s other costs are going down or its revenues are going up. In setting utility 

rates, it is important to look at &l the utility’s costs and revenues, not just a single utility cost 

item that may be added between rate cases. 

While I strongly oppose the enactment of a DSIC, I would respectfully urge the 

General Assembly to consider a number of amendments to House Bill 744 in the event that the 

General Assembly chooses to go forward with this legislation. 

First, I would suggest that the DSIC should only reflect the increase in 

distribution plant between rate cases; that is, the cost of new capital additions in the relevant 
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categories, minus the depreciation and retirements from the same categories of plant during the 

same time period. In that way, if a natural gas utility is truly making substantial new capital 

additions that exceed the normal reductions in plant value that occur between rate cases, then the 

company can charge the customers a positive DSIC. Second, there should be a percentage cap 

on the total level of DSIC rate increases, and that cap should be based on the utility’s distribution 

revenues, not on total revenues, which include highly volatile natural gas commodity costs that 

are not related in any way to the distribution system improvements. I would suggest that the cap 

be set at 5%, which is where the PUC initially set the cap for the water DSIC’s, but which the 

Commission subsequently allowed Pennsylvania American Water Company to increase to 7.5%. 

Third, I would propose that any natural gas DSIC be preceded by a full base rate case in which 

the company’s total costs and revenues would be examined by the PUC before any automatic 

increases are permitted. In that way, a utility that has not filed a base rate case in 15 years could 

not simply walk in to the Commission and start increasing its rates every three months without 

any prior examination of whether its current rates are just and reasonable. 

In order to assist the members of this Committee I have attached three amendments to 

this testimony that I believe would address these issues. As always, I would be pleased to work 

with the members and staff of this Committee to develop legislation that I hope would best serve 

Pennsylvania’s utility consumers. 

Thank you again for permitting me to testify at this hearing. I would be happy to answer 

any questions you may have at this time. 

111172 
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AMENDMENTS TO HOUSE BILL NO. 744 

Printer’s No. 830 

Amend Section 2, page 2, line 25, by inserting after “of” 

the net change in 

Amend Section 2, page 2, line 30, by inserting after “proceedings” 

, minus any decreases in net distribution plant resulting from depreciation and 
retirements of the same categories of existing distribution plant during the same 
period. 

Amend Section 2, page 3, by inserting between lines 4 and 5 

(3) The revenue collected in any year pursuant to an automatic rate 
adjustment mechanism established pursuant to this subsection shall not exceed 
five percent of the amount a natural gas distribution company billed its customers 
for distribution service in the previous calendar year. 

Amend Section 2, page 3, line 4, by inserting after “mechanism” 

The commission shall include as part of that regulation or order a 
requirement that a natural gas distribution company shall not initially establish an 
automatic rate adiustment mechanism pursuant to this subsection unless the 
commission has established the natural gas distribution 
company’s rates in a general rate case as set out in section 1308(d) (relating to 
voluntary changes in rates), filed after the effective date of this subsection. 

111172 
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For many consumers, home utility bills are becoming more and more cluttered with 
new fees and surcharges to pay for everything from the investment in new gas pipe- 
lines to environmental compliance costs. The imposition of these surcharges are a 
departure from the traditional utility rate setting process, and regulators need to 
carefully evaluate utility requests for additional surcharges on a case-by-case basis to 
determine whether there is a proper balance of meeting utility needs and assuring 
ratepayer protections. 

A surcharge is an additional fee imposed on a ratepayer’s utility bill in addition to 
the base rate charge for utility service. In the past, surcharges were only approved by 
regulators in rare circumstances to address substantial, volatile and uncontrollable 
costs that, if not addressed outside of a base rate case, could threaten to harm a util- 
ity’s financial health. Examples of such surcharges include fuel and purchased power 
adjustment mechanisms for electric utilities and gas cost recovery mechanisms for 
natural gas distribution utilities. In recent years, however, requests for other types of 
surcharges and tracking mechanisms by utilities have significantly increased.’ Indeed, 
the National Regulatory Research Institute characterizes the use of cost trackers and 
mechanisms as the “latest trend.”’ 

Utilities have requested surcharge rate mechanisms as a means to accelerate the 
recovery of a variety of costs, many of which are not volatile or uncontrollable. In some 
instances, the use of surcharges and other tracking mechanisms have proliferated so as 
to be baffling and expensive for consumers and burdensome for regulators to monitor. 

Utilities say the surcharges are needed so they can make investments in aging infra- 
structure and comply with environmental regulations, among other claims, without 
compromising their financial health. Utilities also claim that the surcharges will result 
in smaller and less frequent rate increases as well as reduce the frequency of their gen- 
eral rate cases, which can be time consuming and costly to process. 

But the increasing imposition of surcharges and other alternative ratemaking mecha- 
nisms can also defeat some of the primary principles of the rate-setting and regulatory 
review process. Besides increased costs to consumers, surcharges can also result in such 
additional undesirable consequences as reducing utility incentives to control costs and 
shifting utility business risks away from investors and onto customers. 

Regulators need to carefully evaluate utility requests for additional surcharges on a 
case-by-case basis to determine whether there is a proper balance of utility and rate- 
payer needs. If the regulator decides to approve a utility’s request to impose new 
surcharges on ratepayers, adequate safeguards to protect consumers are a must. 

ii I A A R P  U T I L I T I E S  F E E  R E P O R T  



For many consumers, home utility bills are becoming more and more cluttered with new fees 
and surcharges to pay for everything from the investment in new gas pipelines to environmen- 
tal compliance costs. Not only are these charges often confusing and frustrating to consumers, 
they also represent a shift from the traditional utility ratesetting process. A surcharge is an 
additional cost added to utility customers’ bills. Surcharges are also referred to by other terms 
such as riders, adjustment clauses, recovery mechanisms, and cost trackers. The proliferation 
of additional fees and surcharges generally shifts risks away from utility investors and onto 
consumers. This report describes why consumers should be concerned about the shift toward 
utilities collecting more costs outside of the traditional rate structure. Descriptions of some 
types of fees and surcharges proposed and/or collected by the nation’s major utilities are out- 
lined in Appendix I of this report. 

Utilities must petition state regulators to increase utility rates. Utilities submit a formal request 
to regulators containing their proposed rates to charge customers. The utility’s request is 
reviewed in a formal proceeding, which is called a “rate case.” Interested parties, such as repre- 
sentatives of residential or business customers, are allowed to intervene and review the utility’s 
documentation to determine if the utility’s request is reasonable. The case is resolved by a hear- 
ing and the regulators issue a formal decision. 

The utility’s requested rate is called a “revenue requirement” which is the amount necessary for the 
utility to cover its financial obligations associated with providing safe, reliable scrvice to custom- 
ers, along with earning a reasonable “return.“ Basic accounting and ratemaking principles serve as 
the foundation in setting rates to be charged by utilities to provide safe, reliable service. The pri- 
mary purpose of utility ratemaking is to establish rates that allow a utility to recover its prudently3 
incurred operating and maintenance expenses, plus a fair return on its investment in assets that 
are used and useful4 in providing utility service. Rates are calculated based on a “test-year” which 
is a 12-month period to be representative of operating conditions when the rates being established 
will be in effect.5 Utilities are generally required to “net” all costs and benefits of operation at the 
time rates are set to avoid “cherry-picking” individual cost increases that may be offset by other cost 
decreases! Under traditional ratemaking, utilities cannot change rates charged to customers outside 
of a rate case.7 

Consumers are most familiar with seeing the “base rate” charge on their bills. The base rate is 
defined as the rate gas and electric utilities charge customers for the cost of providing safe and 
reliable service, which includes an opportunity for the utility to earn a fair return on its pru- 
dently incurred utility plant investment. The base rates are set by state regulators in a rate case, 
and are often segregated between the basic service charge, distribution, transmission and, for 
electric service, generation.’ 
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In addition to base rates, most utilities assess a fuel surcharge (gas cost adjustment or 
fuel and purchased power adjustment) and revenue-based taxes in addition to the base 
rate charge. Typical “standard” charges that appear on a customer’s electric utility bill 
may include: 

* Customer Charge: The basic charge to recover costs for billing, meter reading, equip- 
ment, maintenance, etc. (state regulated) 

x Generation Charge (or Commodity Charge): Charges for the production of electricity, 
based on usage (state regulated in non-deregulated states) 

Transmission Charge: Charges for moving high voltage electricity from a generation 
facility to the distribution lines of an electric distribution company [regulated by the 
Federal Energy Regulatory Commission (“FERC”)] 

Distribution Charge: Charges for the use of local wires, transformers, substations, 
and other equipment used to deliver electricity to end-use consumers from the high 
voltage transmission lines (state regulated, only shown as a separate charge in deregu- 
lated states) 

1 Fuel and Purchased Power Charges 
* State Taxes 

Typical standard charges that appear on a customer’s gas utility bill may include: 

Customer Charge 
Gas Transmission or Distribution charge 

* Commodity Charge 
* Purchased Gas Adjustment (true-up) 

State Taxes 

Other fees and surcharges fall into the category of “single issue ratemaking,” which is a 
deviation from traditional ratemaking. Single issue ratemaking involves “singling out” spe- 
cific expenditures from a company’s base rates and allowing a utility to separately recover 
those costs from ratepayers. Singling out specific costs can make the traditional ratemak- 
ing formula unbalanced. For example, if a utility replaces a large piece of equipment at its 
plant, the new equipment will affect multiple aspects of the business. The utility’s rate base 
plant will increase, and revenues may increase, if the plant addition is to serve new custom- 
ers. Future maintenance expenses may decrease if the addition improves efficiency. The 
lower maintenance costs, which would reduce rates for ratepayers, may not be reflected 
within a surcharge that focuses only on the new investment. 

In the past, single issue ratemaking was typically approved by regulators only in lim- 
ited situations for costs that were considered: 
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1. 

2. Unpredictable and volatile, and 
3. 

Largely outside the control of the utility, 

Substantial and reoccurring, and which would have the potential to adversely 
impact the utility’s financial health if cost recovery is not addressed outside of a 
traditional rate case. 

Examples of such volatile and unpredictable costs traditionally include fuel costs and 
purchased power costs for electric utilities, and purchased gas costs for gas utilities. In 
contrast, capital investments for plant additions or replacing aging infrastructure are not 
generally considered to be highly volatile, uncontrollable and/or unpredictable. Man- 
agement can control these costs to some extent by comparison shopping materials and 
contractors. The timing of projects can also be adjusted based on availability of funds. 

Yet in recent years, many other types of costs are being proposed by utilities to be recovered 
through surcharges that do not meet the above criteria.9 The National Regulatory Research 
Institute characterizes the use of cost trackers and mechanisms as the “latest trend.’”’ 

Allowing a utility to recover lost revenues or discrete increased costs through a sur- 
charge can also diminish the utility’s incentive to control or reduce expenses because 
the utility is assured of full cost recovery. Since the utility is passing the cost on to 
customers, it has less incentive to seek ways to reduce the expense. Furthermore, in a 
rate case, the utility’s costs are carefully scrutinized, whereas cost increases recovered 
in surcharges can become part of utility rates on an expedited basis, without being sub- 
jected to the same degree of review. In rate cases, utilities must provide documentation 
justifying its requested costs or they may be disallowed. Reviews of costs recovered 
via surcharges are usually done on a much more limited basis. By allowing a utility 
to recover cost changes through a surcharge, rider or balancing account, the utility is 
assured of the recovery of such costs, therefore diminishing the utility’s incentive to 
control expenses, and reducing the utility’s financial risk. 

€ F I ~ I T ~ ~ ~ ~  
There are different types of “single issue ratemaking” which include surcharges, track- 
ers, riders, and other cost recovery mechanisms.” 

Surcharge: A surcharge allows a utility to separately charge customers for costs that 
would have otherwise been part of the utility’s standard base rates. This means the 
utility recovers dollar-for-dollar the level of costs incurred or estimated to be incurred. 
A surcharge appears as an additional charge on a ratepayer‘s utility bill, above and 
beyond the base rates, fuel surcharge and taxes. Some surcharges are a flat rate while 
others fluctuate, either based on usage or changes in the surcharge rate. 
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Surcharges are also referred to as riders, adjustment clauses, recovery mechanisms, and cost 
trackers, etc. Many utilities use the term “rider” in their tariffs with respect to surcharges. 
However, some utilities use the term “rider” to designate rates for a particular class of service. 
For example, Georgia Power defines “rider” as a modification to an existing tariff rate.I2 In these 
instances the “rider” i s  a type of rate on a customer’s bill associated to that type of specific 
utility service, rather than an additional “surcharge”. Therefore, one must read the Company’s 
applicable tariff sheet to understand what the rider or surcharge actually represents. Utility tar- 
iff sheets may be written in technical language, and this may be hard to understand for many 
consumers. 

Sometimes the entire cost recovered by a surcharge is excluded from base rates and recovered 
separately through the surcharge (e.g., fuel costs). In other instances, only the incremental por- 
tion or the difference between what is included in the base rates and the changes in the cost 
(e.g., in some states vegetation management or storm damage costs) are recovered through the 
surcharge. For instance, if a utility is allowed to recover $10 million in base rates for tree trim- 
ming expenses, but actually spends $1 1 million, and the utility has a surcharge mechanism in 
place for such costs, the $1 million difference would be assessed as a surcharge to ratepayers. 

A surcharge can either be a fixed rate or adjusted periodically as the cost element it covers 
changes (Le., monthly, quarterly or annually). Changes in costs addressed by the surcharge are 
typically reviewed by regulators periodically (e.g., annually or quarterly). However, the level 
of review of utility costs charged to customers through surcharges is usually more informal, 
expedited and less rigorous than in contrast to the in-depth review that would typically be 
conducted in a full utility rate case. 

For example, in a recent utility case in Nebraska the utility requested three adjustment mecha- 
nisms (weather normalization, a billing adjustment factor and an inflation factor). However, the 
state regulator denied the surcharges: 

Such automatic mechanisms can lead to excessive rates, an inappropriate shifting of 
risks from stockholders to ratepayers, and decreased incentives to operative efficiently. 

... 

Therefore the rate mechanisms should be denied.’3 

Balancing Accounts: Another form of single issue ratemaking, referred to as “balancing 
accounts,” also can result in new surcharges on bills for utility service. A balancing account 
tracks the difference in a certain cost allowed in base rates and the actual cost.‘+ California 
is one state regulatory jurisdiction that makes extensive use of balancing accounts.’5 The 
ratemaking regime in California has become particularly complex. The extensive use of bal- 
ancing accounts and cost trackers has made it challenging and difficult for the regulators to 
adequately audit the proliferation of special mechanisms being used by utilities. California 
utilities have a traditional three-year General Rate Case (“GRC”) cycle, though the cycle has 
been extended beyond that in some instances. The utility’s base rates are developed using 
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forecasted amounts and typically arc adjusted annually for inflation. An added complex- 
ity is that many issues affecting the utility‘s base rates may also be addressed separately in 
other dockets. The California utilities also utilize a variety of mechanisms to recover costs 
separately from base rates: surcharges, adjustment mechanisms, balancing accounts and 
memorandum accounts.’6 

Some believe that the use of balancing (and memorandum accounts) by California utilities has 
become excessive. A recent California American Water Company (“CalAm”) General Rate Case dem- 
onstrates how the use of surcharges and other alternative rate mechanisms can get out of control. In 
Application No. ~~~~~~7, CalAm had 79 existing balancing and memorandum accounts. CdAm 
had requested six additional balancing and memorandum accounts, which if approved, would bring 
the total to 84. The Department of Ratepayer Advocates (“DRA”), which is charged with looking out 
for the consumer interest, acknowledged that it did not have the resources to fully review the Com- 
pany’s numerous accounts: 

These advice letters are generally approved without audit. There is little opportunity 
to review the recorded amounts for reasonableness before the balances are recovered, 
unless DRA requests the opportunity to audit the balances or request for a suspension 
of the advice letter.’7 

i’ 4 0  ori  i is a table summarizing the number of balancing and memorandum accounts utilized 
by some of the larger California utilities:” 

UTILITY 

Southern California Edison (SCE) 

Southern California Gas Co. (SoCal) 

San Diego Gas & Electric (SDG&E) 

Pacific Gas & Electric (PG&E) 

California American Water Company 

Golden State Water Company 

Total Accounts for Regulators to Review 

- - 

&ALAN C1 N G 
ACCC u NTS 

21 

22 

22 

32 

* 

9 

106 

MEMO 
ACCOUNTS 

24 

24 

33 

35 

* 

29 

145 

16 61 

10 56 

7 62 

15 82 

* 79 

38 

48 299 

- 

- 

Information regarding the breakdown of the different accounts was not located, as noted above, CalArn’s requests, if approved, 
would increase the total to 84 
- __ ___ - - - - - 
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Trackers: Another single issue ratemaking mechanism is a “tracker” which involves recording or 
“tracking” costs in a specified account, which are later reviewed by regulators. The costs are not 
initially included in the utility’s base rates, but are accumulated or “set aside” for future review. 
They may be incorporated into the development of the utility’s base rates in its next base 
rate case or may show up as a separate charge on ratepayers’ bills. This type of mechanism is 
sometimes utilized to “track” whether the authorized level is being spent. In some situations, 
underspending by a utility of a “tracked costs” is eventually returned to ratepayers. 

An example of utility expenses that have been “tracked” are vegetation management (tree 
trimming) costs. For example, a utility may have issues with its reliability and regulators 
may decide to monitor the level of the utility’s tree trimming expenditures as a means of 
assessing whether the utility is conducting an adequate level of maintenance near its wires 
and poles. 

Another example of a cost that has been “tracked” and deferred by a utility for future review 
are storm damage costs. A utility may incur substantial repair costs to its distribution system 
as a result of a catastrophic storm. Some utilities have petitioned regulators to accumulate 
and defer the extraordinary storm repair costs for review and inclusion in rates at a later date, 
rather than merely recording such costs as expenses in the current period, which may result in 
utility investors bearing the risk of such costs if they result in the utility reporting lower earn- 
ings for that accounting period. 

Depending on the definition of “tracker” in a particular jurisdiction, by allowing a utility to recover 
costs through a tracker account, the utility may effectively be guaranteed recovery of the tracked 
expense. Sometimes the deferrals are limited to a pre-specified level; in other cases, the subsequent 
recovery by the utility of the tracked cost may be subject to an “earnings test”. An earnings test may 
prevent the utility from subsequently charging all of the tracked/deferred costs to ratepayers if it 
would result in excess earnings. 

E ~ T ~ ~ ~ U ~ ~  RE 
A utility must obtain permission from its state regulator to apply an additional surcharge to 
customers’ bills. Typically, a utility will present the mechanics for its proposed surcharge to the 
regulator for approval. Consumer advocates and intervenors may participate in the proceeding 
and make recommendations to adjust or modify the utility’s proposal. The regulator will weigh 
the information and make its decision. Again, if a surcharge mechanism is approved, there are 
time and resource limits to the review of the costs, making it difficult for intervenors to partici- 
pate. Once cost categories are approved for recovery in a surcharge, the categories can no longer 
be questioned, and the only aspect that can be disputed is whether the level of such costs are 
reasonable and prudently incurred to provide utility service. Some jurisdictions allow use of sur- 
charges consistently between utilities, while others approve surcharges on a case-by-case basis. 

In several states, surcharges have been adopted through legislation, often requiring the use 
of a surcharge and limiting the discretion of regulators. An example of where legislation now 
limits what the state utility regulatory commissions can do is the state of Virginia. Virginia has 
passed legislation allowing utilities to recover many types of costs through surcharges, includ- 
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ing environmental costs, costs for constructing new generation, generation and demand side 
management, and other types of costs. 

In Utah, legislation has been passed allowing gas or electric utilities to recover the costs 
of major plant additions by filing an application for approval of a major plant addition 
within 150 days from the capital addition’s scheduled in-senrice date. The statute defines 
“major plant addition” as “any single capital investment project of a gas corporation or an 
electrical corporation that in total exceeds 1% of the gas corporation’s or electrical corpora- 
tion’s rate base.”’9 

On October 26,201 1, the Illinois legislature overrode the Governor’s veto of Senate Bill 1652, 
which became effective as Public Act 97-0616. Among those changes was the addition of a new 
Section 16-108.5 entitled “Infrastructure Investment and Modernization; Regulatory Reform.” 
This legislation provides for utilities to file for a performance based formula rate plan process. 
On November 8,2011 Commonwealth Edison Company, the state’s largest utility, filed for a 
new tariff called Rate DSPP (Delivery Service Pricing and Performance), pursuant to that legis- 
lation. A formula rate plan is a mechanism or “formula” which resets a utility’s rates annually, 
and is used in place of a rate case. 

Due to the utility mergers and acquisitions over the years, many local utilities are now 
subsidiaries of large holding companies that have utility operations in multiple state juris- 
dictions. These large corporations have the resources to effectively lobby their positions to 
benefit their operations. 

American Electric Power Company (“AEP”), one of the nation’s largest electric utilities, affirms 
this by stating in its 2010 Form io-K: 

Given the long lead times in construction, the high costs of plant and equipment and 
difficult capital markets, we are actively pursuing strategies to accelerate rate recogni- 
tion of investments and cash flow. AEP representatives continue to engage our state 
commissioners and legislators on alternative ratemaking options to reduce regulatory 
lag and enhance certainty in the process. 

As another example, Xcel Energy, stated in its 2010 Form io-K that: 

Xcel Energy files periodic rate cases and establishes formula rate or automatic rate 
adjustment mechanisms with state and federal regulators to earn a return on its invest- 
ments and recover costs of operations. 

A utility’s proposal for cost recovery under the legislatively authorized mechanisms are typi- 
cally reviewed via the regulatory process, albeit on a limited basis, as described above. The 
review may be primarily performed by utility commission staff as active participation in 
reviewing a proliferation of utility surcharges by resource constrained consumer advocate 
groups is difficult to sustain. 
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kxhibi:. 2 i s  a table s u m m a r i z i n g  types of costs u t i l i t i es  are cha rg ing  customers through 
surcharges. T h i s  i s  not a comprehensive l is t ing,  but rather  a s u m m a r y  to i l lus t ra te var i -  
ous types of surcharges t h a t  w e r e  i den t i f i ed  in t h e  process of p r e p a r i n g  t h i s  repor t .  

DESCRI PPI 0 N 

Aging infrastructure 

Decoupling/Weather Normalization 

Energy Efficiency/DSM/Conservation 

Environmental Compliance 

Franchise Fees 

New Plant (Coal, Nuclear) 

Pension /OPEB 

Property Taxes 

_ -  

Renewable Energy 

Smart Meters/Smart Grid 

Storm Damage 

Stranded Costs 

System Reliability/Vegetation Management 

Transmission Investment 

Uncollecti bles 

Universal Service/Low Income 

- I _  

STATES 

GA, KY, MO, NI, OH 

CA, GA, KS, KY, LA, MD, MS, NI, NV,TN,TX,VA 

CA, OR, MD, MA, SC, NC, IN, AR, KY, MI, OH, OK,TX, CO, 
IA, GA, FL, IL, MO 

WA, DE, NI, IA, IN, KY, MN, SD, MI, OH,TN,TX,VA, GA, NJ, IL 

MN,TX, AR, KY, LA, MI,VA, WV, GA, NJ, TN, IL, CO 

AL, AR, GA, IN, MS 

MA, SC 

KS, MS 

_ _  - _ _  

IL, NC, OH, MA, CA, IA, OR, UT, WA, CO, MN, N M  

CO, OH, TX 

MA, OH, OK 

CT, NH, NJ, MA 

KS, OH, OK, TN, TX 

OH, TX, VA 

IA, IL, OH, NV 

AZ, CA, CO, DC,TX, GA, IL, OH, OR, UT, WA, MD 
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In many instances surcharges are unnecessary and are not beneficial to ratepayers. Surcharges 
are costs added to utility customers’ bills in addition to the basic charge for providing safe and 
reliable utility service. Surcharges can effectively guarantce utilities recovery or their fluctuat- 
ing costs, thereby, shifting financial risk away from the investors and onto consumers. The 
surcharge is often applied to consumers’ bills without first being subject to a thorough review 
by regulators and consumer groups. Additionally, some surcharges may recover costs that are 
not necessary for providing basic safe and reliable service. Surcharges may put consumers are 
at risk for being overcharged by utilities for basic utility service. 

Reasons why surcharges pose a risk for consumers include: 

REDUCES THE UTILITY’S INCENTIVETO CONTROL COSTS 
In a rate case a utility is allowed a reasonable level of revenues to recover its operating expenses 
as well as an opportunity to earn a fair return on its prudently incurred investment in used and 
useful plant. In between rate cases, the benefit of any cost reductions would flow back to the util- 
ity as higher profits. For costs that are to be “tracked” through a surcharge, the utility is usually 
required to return any under-spending to ratepayers, so the utility is not benefitted by cost- 
cutting efforts. The surcharge can thus remove or reduce the utility’s incentive to reduce costs. 
Guaranteeing recovery of a specific expense reduces the utility’s incentives to control costs, and 
thus shifts the burden of cost increases between rate cases from shareholders onto ratepayers. 

REVIEW OF SURCHARGES IS TYPICALLY MORE LIMITED 
Utilities typically submit reports to regulators for costs recovered via a surcharge on an annual 
or quarterly basis. This usually involves submitting some calculations and workpapers iden- 
tifying and supporting the amounts. The review by regulators is typically conducted on an 
expedited basis, as opposed to the thorough review that would typically occur in a full rate 
case. In rate case, a thorough review of costs can also be conducted by intervening parties, and 
the utility must adequately support its costs or they risk being disallowed. 

VI 0 LATlO N 0 F TH E MATCH I N G PR I N C I P L E, 
A FUNDAMENTAL ACCOUNTING AND RATEMAKING PRINCIPLE 
A key concept in accounting and ratemaking is the matching principle. The matching principle 
involves matching revenues with related expenses and investments in the time period they occur. 
Accounting and ratemaking require the cost of capital investments to be spread over the period in 
which they will be used. Capital investments, such as replacement of equipment at the utility’s plant 
can produce efficiencies such as reducing future O&M costs or enable new revenues. If the cost of the 
capital expenditure is recovered through a surcharge, these efficiencies may not be captured in the 
surcharge. Recovering capital investments via a surcharge can thus violate the matching principal. 

UTILITY MAY OVER-COLLECTTHESE COSTS 
In some cases, the utility may overestimate the costs to be recovered. Therefore, it may 
over-collect these costs from ratepayers. For example, if a utility collects a surcharge to fund 
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the cost of a new plant or a large piece of equipment while it is still being constructed, the 
amount being collected from customers may be more than the actual cost. While the funds 
should ultimately be returned to ratepayers, until then, these funds can be used by the utility 
and represent a source of cost-free capital to the utility. 

For example, San Diego Gas & Electric Company stated in its current 2012 general rate case (“GRC”), 
in its direct testimony, that its Advanced Metering Infrastructure Balancing Account (AMIBA) was 
forecasted to be $48.546 million overcollected on the electric side and $6.33 million overcollected 
on the gas side at December 31,201 1. This means that the utility collected $54.876 million more 
from customers than it needed. The Company also stated that it forecasted its Distribution Integrity 
Management Program Balancing Account (DIMPBA) and Research Development & Demonstration 
Expense Account (RDDEA) to be over-recovered by $3.304 million and $0.19 1 million, respectively. 
The RDDEA was authorized in D. 08a7a46 and went into effect on January 1,2008. The Company 
was collecting the surcharge from customers for most of the year; however, the Company stated the 
related R&D program spending did not begin until late in 2 0 0 8 . ~ ~  

There is also the risk that overpayment of costs may be not be returned to customers, because if the 
surcharge costs are reviewed only on a cursory basis, any errors or overcharges may not be detected 
and/or returned to customers. 

~ ~ ~ T ~ ~ I C A ~ I O ~ ~  FOR ~ ~ ~ C ~ ~ ~ ~ € ~  DQ 
Below are some reasons utilities may use to justify the use of surcharges, along with a com- 
ment concerning why the reasoning may be invalid. 

FREQUENCY OF GENERAL RATE CASES 
Utilities may cite reduced frequency of general rate cases, which can be costly to litigate, as 
a reason for surcharges. The purpose of general rate cases is to thoroughly evaluate the util- 
ity’s rates and costs for reasonableness. Eliminating or bypassing that opportunity to review 
the utility‘s costs may result in costs being charged to ratepayers without adequate regulatory 
scrutiny. Implementation of surcharges may also result in burdening regulators with additional 
work, as they will need to review these surcharges between general rate cases. 

“RATE SHOCK” 
Utilities will sometimes argue that surcharges and trackers reduce “rate shock” because the sur- 
charge produces smaller, more frequent rate increases, rather than a future sharp hike in rates 
from a base rate case. In a rate case, many factors comprise a utility’s base rates: capital struc- 
ture, capital investments, and operating expenses. While some costs may increase, they could 
be offset by decreases in other expenses. A rate case review may not necessarily result in a rate 
increase. A utility may be found to be over-earning and rate decrease may be ordered. There- 
fore, one cannot assume that utility base rate cases will always result in larger rate increases. 

AGING INFRASTRUCTURE 
Many utilities have requested surcharges to recover the costs of investments to upgrade aging 
infrastructure. However, utility capital expenditures are not volatile or outside the control of a 
utility. Management is able to influence the timing and extent of these costs. Utilities, similar to 
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other non-regulated companies, issue bids for large scale projects to evaluate the most cost-effec- 
tive options. Maintaining and upgrading the utility infrastructure is a normal aspect of operating 
a utility. Also, cost efficiencies may result from the improvements, but such savings may not be 
recognized as an element that reduces the surcharge. 

C 0 M P L I A N C E WITH EN VI RO N M ENTAL REG U LATlO N S 
Similarly, a utility might cite expenditures that it must make to comply with environmental regula- 
tions as a reason to implement a surcharge. This is not a new concept. Environmental regulations 
have been in existence for many years and are continuously evolving. Complying with environmen- 
tal regulations is also a normal aspect of operating a utility. How best to deploy capital and O&M 
resources to comply with these regulations is not entirely outside the control of a utility. Also, cost 
efficicncics associatcd with the environmental investment may not be recognized as an offsetting 
element that reduces the surcharge. 

SITUATIONS WHERE TRACKING MECHANISMS BENEFIT CUSTOMERS 
There have been limited situations where surcharges have benefited customers. As one example 
of this, in the 1980s, Entergy implemented a return sharing mechanism in Arkansas which was 
primarily weather driven. The effects of the hot summer weather that had not been captured in 
the base rate case generated higher revenues for the Company and customers received credits on 
their bills. 

When regulators are considering whether to allow certain expenditures to be recovered via a 
surcharge or other special rate mechanism the following consumer protections should be con- 
sidered, and included, if a surcharge is approved: 

COST RECOVERY SHOULD BE SPECIFIC 
If a surcharge is approved, it should be strictly for the specific expenditure. The surcharge 
should not contain multiple types of costs or be vaguely defined, which will make reviews 
difficult. Thc surchargc should not be allowed to be expanded at a later date to include addi- 
tional items. As an example, of surcharge coverage expansion, Atlanta Gas Light was permitted 
to implement a pipeline replacement surcharge to recover costs associated with implement- 
ing an aging pipeline replacement program over a ten year period. The need to replace aging 
pipe to address safety issues resulted from an investigation of the utility's alleged violations of 
minimum federal safety standards. Years later, the utility proposed and was allowed to expand 
this surcharge to include other types of capital costs associated with installing new distribu- 
tion pipeline and infrastructure upgrades that were not strictly related to addressing the public 
safety concerns that were the basis for allowing the original surcharge. 

NUMBER OF SURCHARGES SHOULD BE LIMITED 
A utility should not be permitted to have a complex myriad of surcharges and trackers. This 
defeats the purpose of reducing rate cases and the rate setting process in general and places a 
bigger burden on the regulator to have to monitor numerous surcharges outside of rate cases. 
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The extensive use of surcharges, trackers, memorandum accounts, and other recovery mecha- 
nisms by California utilities has resulted in an almost overwhelming burden on regulators and 
consumer advocates. 

TIME PERIOD OF SURCHARGE SHOULD BE DEFINED, NOT INDEFINITE 
The surcharge or tracker should be for a set time period rather than indefinitely. For example, 
some states have implemented revenue decoupling as a pilot. After the pilot period, regulators 
can then review the results to determine the cost-effectiveness of implementing the special rate 
mechanism and determine whether it should continue. 

MECHANICS OF SURCHARGES SHOULD BE STRUCTURED TO BENEFITTHE RATEPAYER 
The surcharge should be structured so that cost overruns are absorbed by the utility and under- 
spending is returned to ratepayers. Some of the utility cost tacking accounts used by California 
utilities have this feature. A “one-way” balancing account, for example tracks and returns utility 
under-spending for the tracked cost (such as tree-trimming) to ratepayers. 

RELATED COST SAVINGS AND EFFICIENCY IMPACTS SHOULD BE INCORPORATED 
If the surcharge is to recover costs associated with replacing plant equipment, or for investments 
which improve efficiency, an efficiency factor to reflect lower O&M costs should be considered. 

LOWER RETURN ON EQUITY (“ROE”) TO REFLECT REDUCED RISK 
A utility’s ROE is the return investors expect, or require, in order to invest in the Company. 
In a rate case, utilities request a specific ROE percentage which is reviewed by the parties and 
a fair and reasonable ROE is authorized by the Commission. While a utility’s ROE is based 
on several factors, depending on the utility’s specific circumstances, a reduction in ROE may 
be appropriate if a surcharge is approved. A portion of the Company’s business risk has been 
transferred from investors and is now being borne by ratepayers. 

REDUCE FREQUENCY OF RATE CASES 
Many utilities allege that surcharges will reduce the frequency of rate cases or large rate increases. 
A possible condition for approving a surcharge could be that the utility agrees to not file for a base 
rate increase for a specified period. Conversely if a utility has annual rate cases or multi-year rates, a 
surcharge may not be necessary as the utility’s rates are already being adjusted more frequently. 

AVOID APPROVAL OF NEW SURCHARGES IN A SETTLEMENT 
Although settlements are typically non-precedential (Le., non-authoritative) if a surcharge is 
approved in a settlement, it may be unlikely or difficult to have it reversed or denied in future 
proceedings. Also, other utilities may imitate and cite the use by the existing utility as justifica- 
tion for their proposed surcharges for similar costs. 

AUDIT/REVIEW FOR PRUDENCE AND REASONABLENESS 
If a surcharge is approved to recover costs associated with a substantial project such as 
construction of a new power plant, significant environmental retrofits, or Smart Grid, a 
recommendation could be made that a full audit or a detailed review of the prudence and rea- 
sonableness of the costs should be conducted. For example, the Mississippi PSC is conducting 
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a prudence review of the costs associated with Mississippi Power Company’s (MPCo) Inte- 
grated Coal-Gasification Combined Cycle (“IGCC”) Plant that is currently under construction 
in Kemper County. MPCo is proposing to recover the Construction Work In Progress (“CWIP”) 
financing costs associated with the Kemper Project through a surcharge. 

Regulators are still relying on traditional ratesetting and have not been persuaded by utilities’ 
requests to implement surcharges. Below is a brief discussion of some recent instances: 

PENSlON/OTHER POST RETIREMENT BENEFITS (OPEB) 
Narragansett Electric (d/b/a National Grid), Rhode Island; Docket No. 4065 (2010). The Com- 
pany proposed a mechanism to recover pension and other post employment benefits expense 
incurred each year over the amount included in base rates. The Rhode Island Commission 
denied Narragansett’s request. The Order stated: 

... the Commission finds that this expense is a business risk that should be managed by 
the Company like any other business risk facing a business enterprise. Also important 
to note is that the State of Rhode Island, whose pension fund is severely underfunded, 
has not proposed that the Rhode Island taxpayers be burdened with a reconciling 
mechanism to ensure adequate funding of the state pension program. The General 
Assembly has proactively modified the existing plan to address this underfunding by 
changing the benefit eligibility increasing the level of employee contributions, among 
other options under consideration. 

Delmarva, Maryland; Docket No. 9093 (2007). The Company requested a Pension and Other 
Post-Employment Benefits (“POPEB”) rider, to capture yearly differences between the pen- 
sion and OPEB costs embedded in the Company‘s base rates and the actual expenses properly 
chargeable to the Company’s distribution operating costs. The Maryland Commission denied 
the Company’s request. The final Order stated: 

Implementation of a tracker mechanism is an extraordinary form of ratemaking usu- 
ally reserved for very large expense items that have the potential to impair seriously a 
utility’s financial well-being, which is not the case here for OPEB and pension costs. We 
therefore deny the Company’s request for a POPEB rider. 

Delmarva, Delaware; Docket No. 09-414 (201 1). Delmarva proposed a surcharge mechanism 
called a Volatility Mitigation Rider (“Rider VM”) to collect a rolling three-year average of pen- 
sion, OPEB and uncollectible expenses, which it claimed were volatile and largely beyond its 
control. The Delaware Commission denied the Company’s request and stated in its Decision: 

These are normal utility expenses; allowing dollar for dollar recovery of them would 
depart from traditional ratemaking practices and would reduce Delmarva’s incen- 
tive to try to control them. We also note that our sister commissions in Maryland and 
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the District of Columbia rejected the same proposal when Delmarva and its affiliates 
presented it to them, and we find their reasoning convincing. Thus, for the reasons 
advanced by Staff and the DPA, we reject Delmarva’s request to implement Rider VM. 

EN VI RON M ENTAL CO M P L I A N C E COSTS 
Kansas City Power & Light, (KCPL) Case No. ii-KCPE-581-PRE (2011) 

KCPL requested recovery of environmental upgrade costs at its La Cygne Plant through a sur- 
charge. The Commission‘s decision to deny the surcharge was based in part on an observation 
that “the potential future cost that utility companies will undoubtedly expect customers to bear 
is presently unforeseeable or speculative at best, but undoubtedly will be significant.” 

DECOUPLING 
Many utilities have claimed that they require “revenue decoupling” in order to eliminate disincen- 
tives which prevent them from vigorously promoting energy-efficiency. 

Despite the utility industry’s attempt to convince regulators that decoupling is the latest concept, 
several states are still reluctant to implement decoupling mechanisms.” For example, Connecticut 
denied two utilities’ requests for decoupling, despite legislation enacted permitting decoupling 
(Connecticut Light & Power; Docket No. 09-12-5; 2010, and Connecticut Natural Gas; Docket No. 
08-12-6; 2009). 

The following states have also rejected decoupling mechanisms: 
* Indiana, Southern Indiana Gas; Cause No. 43839 (2011) 

* Tennessee, Piedmont Natural Gas; Docket No. 09-00104 (2010) 

Montana, Northwestern Energy; Docket No. D2009-0-129 (201 1 )  

Rhode Island, Narragansett Electric (d/b/a National Grid), Docket No. 3493 (2009) 

In the above cases, the regulators decided to reject decoupling because benefits to customers were 
speculative and the risk was shifted away from the company and onto customers. 

Notably, the regulator’s order in the Narragansett case stated: 

Revenue decoupling would protect the Company from revenue declines attributable 
to any causes, not only conservation and efficiency efforts. . . . Over the last four years, 
decoupling would have resulted in an additional $34 million payment to the Company. 

One of the concerns about decoupling is that it insulates utilities from economic conditions 
such as the impacts of a recession. As Dr. David Dismukes has explained: 

Decreases in sales associated with economic downturns have nothing to do with 
energy efficiency programs offered by the Company. Instead, they arc the natural reac- 
tion of households trying to reduce their expenditures during difficult economic times 
of, or alternatively, businesses and industries idling or shutting down their operations. 
Under revenue decoupling, ratepayers would be required to make a utility whole for 

14 ’ A A R P  U T I L I T I E S  F E E  R E P O R T  



revenue losses during these economic downturns, whereas under traditional regula- 
tion, utilities bear the risk of these economic contractions, just like many other types of 
businesses and industries.Z2 

On January 26,2009, Detroit Edison Company (“DTE”) filed an application with the Michigan 
Public Service Commission (“MPSC”), Case No. U-15768. Among other things, DTE requested 
that the MPSC approve an electric rate decoupling mechanism and an advanced metering infra- 
structure (“AMI”) program. Both of those requests were approved by the MPSC in its January 11, 
2010 order. On April io, 2012, DTE’s electric rate decoupling mechanism and the AMI program 
funding mechanism were rejected by the Michigan Court of Appeals.”3 The Court ruled that the 
MPSC did not have the authority to direct or approve decoupling for electric utilities, but only 
had authority to conduct research and report on the operations of a decoupling mechanism with 
electric utilities. Michigan Statute MCL 460. io97(4) states that: 

[TJhe commission shall submit a report on the potential rate impacts on all classes 
of customers if the electric providers whose rates are regulated by the commission 
decouple rates. . . . The commission’s report shall review whether decoupling would be 
cost-effective and would reduce the overall consumption of fossil fuels in this state. 

The Court also ruled that DTE’s AMI program funding that had been approved by the MPSC “was 
unreasonable, because it was not supported by ‘competent, material and substantial evidence on the 
whole record? The Court noted that the Manager of the Energy Efficiency Section in the Electric 
Reliability Division of the MPSC had agreed that the AMI was not commercially tested, and required 
large amounts of capital, which could result in great economic risk and highly impact rates. No alter- 
native considerations were discussed, nor were the needs for AMI or the net-benefits (if any) to the 
affected customers. The Court also stated that in reviewing the MPSC’s decision, it “will not rubber 
stamp a decision permitting such a substantial expenditure-a cost to be borne by the citizens of this 
state-that is not properly supported.”’5 

CAP ITA L AD D IT1 0 N S 
In New Mexico, in a 201 1 decision, the commission rejected a stipulated capital additions rider for 
Public Service New Mexico Company, stating such a rider would represent “a major departure from 
and violation of the Commission’s long-standing policy against piecemeal ratemaking.” 

In a recent Washington Gas Light Company (“WGL”) rate case (Case No. 9267) the Maryland 
Public Service Commission’s order issued on November 14,201 1 rejected WGL’s request for 
an automatic surcharge on all customers to improve its distribution system. In denying that 
request, the Commission found that WGL was capable of carrying out a pipeline replacement 
program and ensuring the safety and reliability of its distribution system without getting auto- 
matic cost recovery through a surcharge: 

Although we agree fully with the Company that safe and reliable infrastructure is its high- 
est priority and that it should accelerate its program to replace pipe, we decline to authorize 
a surcharge for the recovery of future pipe replacement expenses. Based on the record in 
this case, we find that the Company has historically demonstrated the ability to replace its 
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infrastructure when necessary to ensure safety and reliability, and that it can do so using 
traditional ratemaking procedures without compromising its ability to earn an appropri- 
ate return. The Company’s witnesses confirm that WGL has the operational and financial 
ability to accelerate its existing pipe replacement program, and we authorize the Company 
to do so. But the mere fact that the Company plans increased infrastructure investments 
does not justify a surcharge, which would represent a fundamental shift from long-stand- 
ing ratemaking principles. To the contrary, the record in this case demonstrates that the 
Company can invest significant amounts in infrastructure and can readily recover those 
costs in rates with an appropriate return. . . . We recognize that accelerating its pipe replace 
ment program may require the Company to file somewhat more frequent rate cases than 
it would prefer. That is not, in our view, a negative outcome-rate cases afford all parties, 
and this Commission, the opportunity to ensure that rates are just and reasonable, and we 
understand that accelerated infrastructure investment may require more frequent adjust- 
ments. But ratepayers and the Company are better served if base rates are adjusted more 
frequently in smaller increments, and waiting longer between rate cases could lead to other 
undesirable results, including greater mismatches between costs and rates. 

In the past, surcharges were only permitted in limited circumstances for costs that were sub- 
stantial, volatile and uncontrollable, and that could harm the utilities’ financial health. Examples 
of such traditional surcharges include fuel and purchased power adjustment mechanisms for 
electric utilities and gas cost recovery mechanisms for natural gas distribution utilities. In recent 
years, however, requests for surcharges and tracking mechanisms by utilities have significantly 
increased, for many different types of costs, including capital investments, for specific operating 
and maintenance expenses and even for revenue losses. In some instances, the use of special rate- 
making mechanisms such as surcharges and other tracking mechanisms have proliferated to the 
point of becoming excessive and burdensome for regulators to monitor. The use of surcharges is 
a deviation from traditional ratemaking and puts customers at risk for overpaying for safe and 
reliable utility service. The use of numerous alternative ratemaking mechanisms and surcharges 
can defeat some of the primary principles of the rate-setting and regulatory review process. Sur- 
charges can also result in undesirable consequences, such as reducing utility incentives to control 
costs, and shifting utility business risks away from investors and onto customers. 
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Many of the larger utility companies serve customers in multiple states. The following section 
illustrates the surcharges assessed by these companies to residential customers in the states in 
which the utility provides service. As can be seen from the tables, the use of surcharges for most 
utilities varies among the states it serves. Some companies have similar surcharges for the states 
they serve, while the use of surcharges varies among jurisdictions for others. Whether specific 
surcharges are approved by regulators appears to be based on the regulatory regime in the state, 
not whether the company has similar existing surcharges in other states.26 The following sections 
contain maps illustrating the states in which the utility serves customers.’7 

E ~ I ~ A ~  E L € ~ T ~ I ~  P~~ 
American Electric Power (“AEP”) Company is headquartered in Columbus, Ohio. The public 
utility subsidiaries of AEP have traditionally provided electric service, consisting of generation, 
transmission and distribution, on an integrated basis to their retail customers. AEP has approx- 
imately 5.3 million retail customers. AEP serves customers in the following states: 

4 Electric 

The public utility subsidiaries and jurisdictions of AEP Company include: 
* Appalachian Power Company 

Columbus Southern Power Company 
Indiana Michigan Power Company 
Ohio Power Company 

Southwestern Electric Power Company 
* Public Service Company of Oklahoma 
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Exhibit 3 i s  a compar i son  of costs recovered through surcharges in AEP's ju r isd ic t ions:  

Alternative Generation I 

Capital Expenditures 

Capacity Charge Q 

Clean Coal Technology e4 

Energy Efficiency/DSM 

Environmental Investment/ 8 s  
Compliance I 

Federal Litigation Consulting Fees 4) 

Franchise/Municipal Taxes 

Inspection Fee 
3 --I __ - 4  - 

Off System Sales d 
- - -- - -- - 

PJM Cost 

Rate Case Expense 

Reliability Expenditures/ Vegetation 62 

Management * t  

Sales & Use Tax 

Smart Grid 

Storm Expenses 

System Benefits/Universal Service 

Transmission Cost Recovery 

True-Up Case Expense 

'Two rate case expense surcharges 

I ___ _- " 

__ _-- - 

Source: 2010 Form 10-K and tanffs 
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AGL R € S ~ U ~ C E S  (GAS) 
AGL is headquartered in Atlanta.28 AGL Resources is an energy services company whose principal 
business is the distribution of natural gas in six states. AGL’s six utilities serve approximately 2.3 mil- 
lion end-use m~tomers.~9 AGL serves customers in the following states: 

Gas 

The public utility subsidiaries of AGL Resources include: 
* Atlanta Gas Light 
* Chattanooga Gas 

Elizabethtown Gas 
* Elkton Gas 
- Virginia Natural Gas 

Florida City Gas 

Exhibit 4 is a comparison of revenues and costs recovered through surcharges in AGL’s jurisdictions. 

DESCRl PTlON FL GA MD N1 TM VA 

Conservation 

Environmental/Green House Gas Initiative s 

Franchise Fees @ 

Pipeline Replacernent/Utility Infrastructure Enhancement ?a 

___ __-_ - ___ - _- 

_ _  - _ _ ”  ___ -~ *_ __ I - 

Revenue Normalization 

Social Responsibility/Societal Benefits 88 

Transitional Energy Facility Adj. I 

Weather Normalization * ?@ 

‘In NJ. Societal Benefits includes costs for clean energy program, environmental remediation and universal servlce 
Source 2010 Form 10-Kand tanffs 

_ “ _ _  I_- ” ~ ” 
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A ~ E R E ~  C ~ R P ~ R A T ~ ~ ~  (ELECT 
Ameren is a public utility holding company headquartered in St. Louis, Missouri. Ameren's s u b  
sidiaries operate rateregulated electric generation, transmission, and distribution businesses, 
rate-regulated natural gas transmission and distribution businesses, and merchant generation 
busine~ses.3~ Ameren has approximately 2.4 million electric customers and 900,000 natural gas 
cu~tomers.3~ Ameren serves customers in Missouri and Illinois. 

Electric & Gas 

The public utility subsidiaries of Ameren include: 
* Union Electric Company (electric & gas) 
* Ameren Illinois (electric & gas) 

Exhibit 5 is a comparison of costs recovered through surcharges in Ameren's jurisdictions. 

D ESG R I PTION Electric Gas Electric Gas 

Coal Tar Cleanup' e4 

Energy Efficiency Costs 

Environmental Costs 

Excess Franchise Fees % eg 

Government Compliance Costs e4 e4 

Hazardous Materials (Asbestos) 

Infrastructure Maintenance 
- _- _x - - __ ____ __ -- 

Infrastructure Replacement 

Uncollectibles e4 e4 

'Zone 3 customers only 
Source: 2010 Form 10-Kand tariffs 
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Atmos Energy Corporation, headquartered in Dallas, Texas, is engaged primarily in the regulated 
natural gas distribution and transmission and storage businesses as well as other non-regulated 
natural gas businesses. The Company’s primary service areas are located in Colorado, Kansas, 
Kentucky Louisiana, Mississippi, Tennessee and Texas. It also has more limited service areas in 
Georgia, Illinois, Iowa, Missouri and Virginia. In addition, Atmos transports natural gas for others 
through its distribution system. Atmos has approximately three million residential, commercial, 
public authority and industrial customers in 12 states located primarily in the South. Atmos serves 
customers in the following states: 

Gas 

Atmos’ natural gas distribution segments include: 
* Mid-Tex Division 

Kentucky/Mid-States Division 
* Louisiana Division 
- West Texas Division 

* Mississippi Division 
Colorado-Kansas Division 
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k-xhrbit h i s  a comparison of costs recovered through surcharges in Atmos’ jurisdictions: 

DESCRI PTION 60 

Ad Valorem 

Automated Metering 
Incentive 

c 

Demand Side 
Manarrement 

Energy Efficiency 

Environmental 

Franchise Fee s 

Low Income 

Municipal Fee 

Performance Based Rate 
Mechanism (experimental) 

Pipe Replacement 

Rate Case Expense 

Rate Stabilization/ 
Rate Review’ 

Renewable Energy 

Research & Development2 

System Reliability 

Taxes 

Transportation 
Service Cost 

Uncollectibles 

Weather 
Normalization 

P 

KY LA MO MS 

I 

@ 

e 

6* $2 

M D  WEST vA 
TX TX 

f 

49 e 

dl 

I 
--- 

- 

0 

c 

c 

’ Atmos’ Louisiana and Mississippi jurisdictional base rates are based on Formula Rates, which are adjusted annually, as 
opposed to a rate case 

2Voluntary participation by the Company in R&D funding for GasTechnology Institute or other research facilities 
Source 2010 Form 10-Kand tariffs 
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UKE ENERGY ~ ~ L ~ C T R I C  A 
Duke Energy Corporation is an energy company that operates in the United States primarily 
through its direct and indirect wholly-owned subsidiaries. The Company is headquartered in 
North Carolina. Duke Energy supplies and delivers energy to approximately 4 million custom- 
ers in the U.S. 

Duke serves customers in the following states: 

Electric - Electric & gas 

The public utility subsidiaries of Duke Energy currently include: 
a Duke Energy Carolinas (electric) 

Duke Energy Indiana (electric) 
1 Duke Energy Ohio (electric and gas) 

On January 8,2011, Duke Energy Corporation (“Duke Energy”) entered into a Merger Agree- 
ment and Plan of Merger between and among Diamond Acquisition Corporation, a North 
Carolina corporation and Duke Energy’s wholly-owned subsidiary (Merger Sub) and Progress 
Energy, Inc., a North Carolina corporation.3’ Progress Energy includes two major electric utili- 
ties that serve about 3.1 million customers in the Carolinas and Florida.33 The merger is still 
pending. 
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Fxhibit '7 i s  a comparison of costs recovered th rough surcharges in Duke's jurisdictions: 

SC 
- - __ OH 

" - MY IN NG 
-- ""I __ - ~ -- 

5 ESC RI PTIO N ELEG CAS I ELEC E L K  ELEC GAS ELEC 

Accelerated Main Replacement 

Annually Adjusted Component 

Clean Coal Operating 
Cost Revenue Adjustment 
Demand Side Management Q) 16, ez $1 

Economic Competitiveness $1 

Emmission Allowances B 

Energy Efficiency $1 @ 

Excise Tax 
I 

@ 

Franchise Fee 

Infrastructure 
Modernization 

New Generation B 

t 

Non-fuel purchased power 

Off-system Power sales & Emission 
Allowance Sales Profit Sharing 

Pension Costs @ 

Pollution Control 

Regulatory Transition Charge 

Reliability Ad] (Capacity) s 

@ 

Renewable Energy 

State Tax 4 

Storm Recovery 16, 

- - --__ ___ "- - System Reliability Tracker 

Transmission Cost 

Uncollectible 16, 

Universal Service 

Source: 2010 Form 10-Kand tanffs 
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~ ~ ~ T ~ E A S T  UTILITIES (ELECT AS) 
Northeast Utilities (“NU”) is a public utility holding company headquartered in Connecticut. 
The Company is engaged primarily in the energy delivery business through its wholly-owned 
utility subsidiaries. 

NU serves customers in Connecticut, Massachusetts and New Hampshire. 

3 Electric = Electric & gas 

The public utility subsidiaries of NU include: 
- Connecticut Light & Power 
Public Service Company of New Hampshire 

* Western Massachusetts - Yankee Gas 

On October 18,zo10, NU and NSTAR announced a Merger Agreement to combine the two 
companies. The post-transaction company will provide electric and natural gas energy delivery 
service to nearly 3.5 million electric and natural gas customers through six regulated electric 
and natural gas utilities in Connecticut, Massachusetts and New Hampshire, representing over 
half of all the customers in New England. The merger is still pending. 
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kxhfbit 8 is a comparison of costs and revenues recovered through surcharges in NU'S jurisdictions: 

- _ -  ___ __ __ 
EX\ tif31T 8 

CT Nt-i M A  
~ € S ~ ~ I P T ~ ~ ~  ELEC eAs €LEG ELEC 

Competitive Transition Assessment' f$ 

Decoupling 

- ___ - 

Electricity Consumption Tax 

Energy Efficiency Programs 

Exogenous Costs 

FERC Congestion Charge 

Low Income 

Pensron/PBOP 

Renewable Energy 
- . 

Storm Recovery Costs 

System Benefit 

'Stranded investment, conservation load management, renewable energy 
zTwo separate charges for energy efficiency & DSM 
Source. 2010 Form 1OK and tariffs 
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~ I ~ A M E R I C A ~  ENE 
MidAmerican Energy Holdings Company (“MEHC”) is a holding company that owns subsidiar- 
ies principally engaged in energy businesses (collectively with its subsidiaries, the “Company”). 
MEHC is a consolidated subsidiary of Berkshire Hathaway Inc. (“Berkshire Hathaway”). 

The Company’s operations are organized and managed as eight distinct platforms: PaciGCorp, 
MidAmerican Funding, LLC, Northern Natural Gas Company, Kern River Gas Transmission Com- 
pany, CE ElectricUKFunding Company, CalEnergy Philippines, CalEnergy U.S. and Homeservices 
of America, Inc. Through these platforms, the Company owns and operates an electric utility 
company in the Western United States, an electric and natural gas utility company in the Mid- 
western United States, two interstate natural gas pipeline companies in the United States, two 
electricity distribution companies in Great Britain, a diversified portfolio of independent power 
projects and the second largest residential real estate brokerage firm in the United States. 

As of December 31,2010, MEHC’s electric and natural gas utility subsidiaries served 6.2 mil- 
lion electricity customers and end-users and 0.7 million natural gas customers. MEHC’s natural 
gas pipeline subsidiaries operate interstate natural gas transmission systems that transported 
approximately 8% of the total natural gas consumed in the United States during 2010. 

PacifiCorp, an indirect wholly owned subsidiary of MEHC, is a United States regulated electric util- 
ity company headquartered in Oregon that serves 1.7 million retail electric customers. PacifiCorp is 
principally engaged in the business of generating, transmitting, distributing and selling electricity. 

MEHC serves customers in: 

r* Electric ’% 

Gas 
Electric & gas 

The public utility subsidiaries of MEHC include: 
PacifiCorp 
Pacific Power (electric) 
Rocky Mountain Power (electric) 

- MidAmerican Energy (electric & gas) 
- Northern Natural Gas (gas-regulated by FERC) 
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Fxhibik 9 is a comparison of costs recovered through surcharges in MEHC's jurisdictions: 

CA IA ID IL NE OR SD UT ~~ WY 

Alternate Energy Producer w 
Cost Recovery , 

I _  - I___- - - - - _ " ^  " " " ^  Ix__ - - - - -- -_ 

i% 
~ _ _  -___ - Btu Adjustment 

Capital Investments & 

Carbon Reduction Costs I 8) 

CARE Program @ 

Catastrophic Event Memo 
Account 
Commission Fees/ 
Government Fees 

Energy Efficiency/DSM 7,3 I e + e * @  

Franchise Fees e 

GridWest Regulatory Asset I 

Hydro Cost Deferral w 

Independent Evaluator Cost @ 

Intervenor Funding 

Klamath Dam Removal c 

Klamath Rate Reconciliation @ 

Adjustment 

Low Income 
7- -_I -- - - -_ -- -. ___ -_I_ ~- 

Nuclear 
Decommissioning 

Property Sales 

Public Purpose Charge 

e 
f 

Q -- -+ ~ - -  -- " - ~ _I_ 

Rate Mitigation Adjustment iB 

e %  Renewable Energy/Solar ~ 

Energy Programs/Research' @ Q 

Severance-Regulatory Asset * 
Taxes @ # @ w e e %  

- -- __ I _ _  - _ I -  __ _ _  - _ _ - ~  

Transition Balancing 
Account (includes franchise e 
fees & uncollectiblesl 
'Voluntary in IA, IL and UT 
2DSM charge in SD does not apply to all customers 
3DSM suspended in Wyoming 
Source: 2010 Form 10-Kand tariffs 
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PEPCO ~ ~ ~ ~ ~ ~ ~ S ,  INC. (ELEGTR 
Pepco Holdings Inc. (“PHI”) is a diversified energy company that through its operating compa- 
nies is engaged primarily in two businesses: the distribution, transmission and default supply 
of electricity and the delivery and supply of natural gas (power delivery), conducted through its 
regulated public utility companies. PHI has approximately 1.9 million customers in the follow- 
ing jurisdictions: Delaware, Maryland, New Jersey, and the District of Columbia. 

Electric ( “  5g 
m Electric & gas 

The public utility subsidiaries of PHI include: 
* Potomac Electric Power Company (electric) 
- Atlantic City Electric (electric) 
1 Delmarva Power & Light (electric & gas) 
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txtribit i #  is a comparison of revenues a n d  costs recovered v i a  surcharges in PHI'S jurisdictions: 

DC DE MD NJ 
~ € ~ C R I ~ T I ~ N  €LEG ELEC GAS €LEG €LEG 

Bill Stabilization 

Corporate Business Tax 

Delivery Tax 

Demand Side Management 

Energy Assistance Fund3 

Environmental Expenses 

Infrastructure Investment 

Public Space Occupancy Fees 

Regulatory Assets Recovery' 

Sales and Use Tax 

Securitization of Stranded Costs 

Societal Benefits3 
L 

e 
l "- 

Sustainable Energy Fund 

Transitional Facility Assessment 
_- -_ - _  - - ~I -- 

Universal Service Costs 

'Asbestos removal, FAS 106 Costs and other regulatory assets 
2A new Reliability Investment Recovery Mechanism (RIM) surcharge is currently being proposed in all of PHI'S regulated 
electric utility operating jurisdictions. 
3Customerwill pay either Societal Benefits Charge or the Energy Assistance Fund Charge, not both 
Source. 2010 Form lOKand tariffs 

f 
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S ~ U T ~ ~ R ~  ~ ~ ~ ~ A ~ Y  (ELECT 
Southern Company was incorporated under the laws of Delaware on November 9,1945 and is 
headquartered in Atlanta. Its traditional operating companies (which are also referred to as the 
Southern Company System) supply electric service to approximately 4.4 million customers, in 
four southeastern states: 34 

Electric 

The public utility subsidiaries of Southern Company include: 
+ Alabama Power Company 
+ Georgia Power Company 
- Gulf Power (serves utility customers in the Florida panhandle) 
* Mississippi Power 

Exhibit î is a comparison of costs recovered via surcharges in Southern Company's jurisdictions: 

5 ESCRl PTl ON 
Ad Valorem 

Demand Side Management/ 
Conservation 

Environmental Compliance +a 

New Plant Construction Costs 

, __ ._ - _  . 

Performance Evaluation Plan 

Regulatory Taxes 

System Restoration 

Taxes (franchise, gross receipts, etc.) 

cat 

'Alabama Power's rates are adjusted annually by the Rate Stabilization and Equalization Factor (a formula rate plan) since 
1982, as opposed to setting rates based on the traditional rate case process 
2Rider CNP to recover Constructton Work In Progress costs associated with the Kemper Plant, is pending in Mississippi. 
Source 2010 Form IO-K and tariffs 
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S ~ U T H ~ ~ S T  GAS ~ O ~ F ~ ~ A T ~ ~ ~  (GAS) 
Southwest Gas (“SWG”) is engaged in the business of purchasing, distributing and transport- 
ing natural gas in portions of Arizona, Nevada, and California. SWG is the largest distributor of 
natural gas in Arizona and Nevada. As of December 31,2010, SWG purchased and distributed 
or transported natural gas to 1,837,000 residential, commercial and industrial customers.35 

d Gas 

kxhibii 12 a comparison of revenues and costs recovered though surcharges in SWG’s jurisdictions: 

_ -  - - __ 
E X H i 3 % l  r2 
D€SC R1 PTI 0 AZ CA NV 

California Alternate Rates for Energy Balancing Account 
Catastrophic Event Memorandum Account 
Customer Owned Yard Line (COYL) Cost Recovery Mechanism 
CPUC Reimbursement Fee B) 

aa 

Decoupling %I i( 

Demand Side Management (DSM) Surcharge B) 

Energy Efficiency/Renewable Energy Tariff Plan aa 

“8 

Fixed Cost Adiustment 
Intrastate Transportation Cost Balancing Account is 

Low Income 9 

Low Income Energy Efficiency Balancing Account 
Public Interest R&D Balancing Account 

PB 
- - - _ _  __ 

r8 

Research and Development Surcharge e 

Taxes [not included in rates) Bt 

Transportation Franchise Fee e 

TRIMP Surcharge 
Uncollecti bles 

% 

8t 

Source 2010 Form l&K and tariffs In SWGS most recent rate case, Docket No. G-0155lA-IO-0458 before the Arizona 
Corporation Commission, a full revenue decoupling mechanism alternative was adopted from a settlement agreement that 
had been reached bvmost of the oarties to the rate case. 
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Some consumer safeguards adopted in Docket No. Go155 1A-10-0458 require SWG to: 
Starting April 30,201 2, file quarterly reports regarding the decoupling mechanism’s performance. 

* Starting April 2013, file annual reports permitting the Commission and all parties the oppor- 
tunity to review the decoupling mechanism’s performance. 

Be subject to an annual earnings test that would prohibit SWG from recovering any decou- 
pling deferral amounts to the extent that the deferral recovery would increase its earnings 
above the authorized return on common equity. 

* Provide $75,000 for the hiring of an independent consultant to conduct the annual Staff 
review of SWG’s annual filing. 

Cap at 5 percent any surcharge developed through the decoupling mechanism that would 
result in a non-gas revenue surcharge of greater than 5 percent, and SWG will carry the 
deferral account balance forward for recovery in the following and subsequent years with no 
carrying charge; however, there will be no cap on annual surcharge decreases. 

Not to file a general rate application prior to April 30,2016, with a test year ending no earlier 
than November 30,2015. 

1 Submit a proposed customer outreach/education plan to Staff for review and approval, to 
outline how SWG intends to explain decoupling to cu~tomers.3~ 
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XCEL E ~ E ~ G Y  (ELECTRIC AND GAS) 
Xcel Energy is a holding company, with subsidiaries engaged primarily in the utility business. 
In 2010, Xcel Energy’s continuing operations included the activity of four wholly-owned utility 
subsidiaries that serve electric and natural gas customers in eight states. Along with WYCO, a 
joint venture formed with CoIorado Interstate Gas Company (CIG) to develop and lease natural 
gas pipeline, storage, and compression facilities, and WGI, an interstate natural gas pipeline 
company, these companies comprise the continuing regulated utility operations.37 Xcel Energy 
serves 1.36 million electricity customers and 1.3 million natural gas cu~torners.3~ Xcel serves 
customers in the following states: 

Electric 
W Electric & gas 

The public utility subsidiaries of Xcel include: 
s Northern States Power 
Public Service Company of Colorado 
United Water 

* SPS 
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Exfiikxt t3 i s  a comparison of costs recovered thorough surcharges in Xcel's jurisdictions: 

CQ Nil MN ND NM SD TX WI 
DESCRlPTlON Elec Gas Elec Gas Elec Gas Eiec Gas Elec Elec Elec Elec Gas 

Conservation/Energy 
Efficiency Program 

Demand Side 
Management 

Energy Optimization b 

Environmental 
Improvement 

Facilities Fees Cla 

Franchise Fees J b  +B 

General Rate 
Schedule Adjustment 

Interim Rate d 

Low Income (Pilot) 

Mercury Emmissions 
Reduction 

OtherTaxes/Fees 68 * s o *  

Pipeline System 
Integrity Adjustment 
Renewable 
Development 
Renewable Energy ~ 

Standard 

State Energy Policy 

Transmission 
Capital Costs 

Source 2010 Form 10-Kand tariffs 
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The following discussion focuses on proposed surcharges which would appear as an additional 
charge on ratepayers’ bills, above and beyond the basic service charge and charges for fuel and 
taxes. Below are examples of various surcharges proposed and employed by utilities and a brief 
description of the costs being recovered through surcharges. 

Lost revenue surcharges are an added charge to ratepayers’ bills which serve to compensate the 
utility for loss of revenue due to various factors. Some lost revenue surcharges include: 

REVENUE DECOUPLING 
Revenue decoupling helps assure that the utility’s actual earnings will be at the level of 
authorized earnings. Under some forms of full decoupling, customers’ rates are automatically 
adjusted to insulate the utility’s earnings from fluctuations in sales. The rational for this that it 
removes existing disincentives which make utility management reluctant to aggressively pro- 
mote energy conservation. Revenue decoupling can take on different approaches, including: 
decoupling true up plans, lost revenue adjustment mechanisms, and fixed/variable pricing rate 
design, which shifts costs into the “fixed” portion of the customer’s bill and out of the “variable” 
portion of the bill. 

Straight Fixed Variable or (SFV) is a rate design where fixed costs of service would be collected 
through fixed charges and only variable costs of service would be collected through usage 
charges. This approach would require very high basic service charges.39 

Fixed costs are the portion of utility costs that do not change with the level of energy consump- 
tion. Within each rate class that does not have a demand charge, each customer is charged 
the same amount for fixed costs. Variable costs are those costs that differ depending on the 
amount a customer consumes (e.g., the volumetric charge per kilowatt-hour). Some items that 
would be considered a variable charge include fuel, some maintenance, and often purchased 
power. By separating these two charges, a utility’s ability to recover its revenue requirement 
is completely separated from sales volume. By ensuring the recovery of all fixed charges, the 
revenue level of the company under SFV remains fairly consistent, providing a high level of 
certainty for investors. Additionally, SFV insulates the utility company from feeling the effects 
of external forces such as loss of sales due to poor weather or customer investment in energy 
efficiency would typically have on revenues. Alternatively, the utility company’s upside from 
increased sales is limited. 
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The use of SFV can reduce savings experienced by customers from energy efficiency invest- 
ments as presented in the following example+”: 

Reduction of Monthly Customer Usage from 1,000 to 900 Units Energy Efficiency Invest- 
ment of $200 

STANDARD T ~ Q - ~ ~ R T T A R I ~ ~  S FV 

$15 Fixed Charge 

$o.o75JkWh $o.oqJkWh 

$50 Fixed Charge 

Fixed: $15.00 

1,000 Units Variable: $17.00 

Total: $90.00 

Fixed: $15.00 

900 Units Variable: $67.50 

Total: $82.50 

Savings 
$7.5oJmonth 

$9 O/yea r 

Fixed: $50.00 

Variable: $40.00 

Total: $90.00 

Fixed: $50.00 

Variable: $36.00 

Total: $86.00 

$4Jmonth 

$48/year 

WEATHER NORMALIZATION ADJUSTMENT (PARTIAL FORM OF DECOUPLING) 
A weather normalization adjustment (“WNA”) applies a surcharge to ratepayers’ bills so that 
the bills reflect an amount that would be billed for utility services under normal weather con- 
ditions. For example, if gas utility customers use less gas for space heating because winter is 
warmer than normal, their savings are limited to the avoided gas commodity charges, and the 
rest of their utility bill effectively reflects the higher usage that is based on “normal” wcather. 
Similarly, if electric customers use less air conditioning during a cooler than normal summer, 
what would have been their savings is reduced by having to pay the utility as if the normal 
hot summer weather had occurred. The opposite is also true; higher utility bills from extreme 
weather can be somewhat mitigated by a WNA surcredit. Weather normalization is a regula- 
tory procedure that removes weather-related volatility from customer bills; that is, adjusts the 
non-gas (or distribution) charges on customers’ bills to reflect normal weather instead of actual 
weather which may be colder or warmer than normal.+’ 

EARNINGS SHARING MECHANISM/RATE OF RETURN TRACKER 
An earnings sharing mechanism is a single adjustment based on the utility’s rate of return. 
Adjustments are made outside of rate cases when actual costs deviate from test year costs and/ 
or actual revenues deviate from test year revenues, in a manner that affects utility earnings.+ 
Some earnings sharing mechanisms are based upon whether the utility earns within a band 
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around its authorized rate of return. As an illustrative example, if a utility’s authorized return 
on equity was io%, an earnings sharing mechanism could have a “band” of 50 basis points 
(plus or minus) around that authorized ROE, earnings above a 10.5% ROE are “shared” with 
ratepayers via the earnings sharing mechanism as a credit, while earnings below 9.5% would 
result in a surcharge. 

TRANSITION ADIUSTM ENT 
A transition or stranded cost surcharge recovers revenues lost to utilities when customers 
purchase their energy supply through independent marketers. The rationale for this type of 
surcharge is that the migration to another supplier creates “stranded costs” for the utility. 

GAS PI PEL1 N E/AGI N G IN FRASTRU CTU RE REPLACE M ENT 
Infrastructure surcharges provide for utility recovery of capital investments made to upgrade a 
utility’s aging electric distribution infrastructure or gas distribution pipeline system. 

ATLANTA GAS LIGHT 
In 1998, AGL was permitted to implement a surcharge to recover prudently incurred costs 
associated with a ten-year pipe replacement program (“PRP”) to address specific pipeline 
safety violations. The PRP was scheduled to be completed but was extended to 2013 as part of 
a settlement in Docket No. 85616-U. The residential surcharge was $1.29 per month in years 
7-9 of the PRP and increased to $1.95 in years 10-13. In 2009, the Company filed a request to 
rename the existing surcharge to the Strategic Infrastructure Development and Enhancement 
(“STRIDE”) Program surcharge so that it would include the PRP costs as well as the Integrated 
System reinforcement Program (“i-SRP”) costs and costs for expanding the distribution system. 
The Commission approved the Company’s request for the STRIDE surcharge in its final deci- 
sion dated in Docket No. 29950, dated January 20, 2010. 

In contrast, Washington Gas Light (“WGL”) recently sought, as part of its rate base increase, 
approval of an Accelerated Pipe Replacement Plan (“APRP”) and a related cost recovery 
mechanism (“Rider”) to accelerate the replacement of aging pipes, increase safety and 
reliability and provide environmental benefits through the reduction of greenhouse gas 
emissions. The APRP was approved by the regulators but the surcharge was denied by regu- 
lators because it departed from traditional ratemaking. In its order, the Maryland PSC stated 
it would rather review these costs in the context of a rate case, even if the filing of rate cases 
would be more frequent. 

NEW GENERATION PLANT INVESTMENT (COAL FIRED, SOLAR, RENEWABLE, NUCLEAR GEN- 
E RAT I 0 N ) 
Some utilities have been authorized surcharges to recover investments made for the purposes 
of adding generation or capacity to serve more customers or meet increased demand, or for the 
investments in specific types of generation such as renewables or solar. For example, Progress 
Energy Florida (“PEF”) obtained regulators’ approval this year to recover $86 million from rate- 
payers for the costs of constructing nuclear Units Levy 1 and 2. The estimated 2012 monthly 
cost to ratepayers is about $2.93 for the first 1,000 kilowatt hours (kwh) for PEF customers. 
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Florida Power & Light Company (“FP&L”) also received regulators’ approval to recover $196 
million for costs associated with construction of two new units at its Turkey Point Plant and 
adding capacity to existing units at Turkey Point and St. Lucie Plants.43 

SMART METERS/SMART GRID 
“Smart Meters”“+ and “Smart Grid generally refer to technology to convert and automate utility 
electricity delivery systems, and enable new functions, such as grid monitoring and time-of-use 
metering. Many utilities are proposing to rapidly implement these technologies, but some utili- 
ties and regulators have found that the costs are much higher than anticipated and/or ratepayer 
benefits were not commensurate. There have been requests by electric utilities for surcharge 
recovery of costs for Advanced metering Infrastructure (“AMI”). In 2010, regulators in Texas 
allowed Oncor Utilities to implement a monthly surcharge of $2.19 per customer for 11 years to 
pay for the costs associated with installing smart meter as well as a public education campaign.45 

The New York PSC authorized Con Edison to recover Smart Grid costs through a surcharge. 
While the monthly surcharge averages about z8c/customer, or less than 0.3% of the average 
monthly bill, the surcharge will collect over $145 million for the company. The surcharge con- 
tinues at least until Con Edison’s next rate case, in April 2013, when it may be reset.@ 

However, other states have disallowed surcharges to recover these substantial and speculative costs: 

MARYLAND 
Baltimore Gas & Electric Proposed a SmartGrid Plan in Case No. 9208, Order 83410, and 
requested that the $835 million cost to implement be recovered from customers via a sur- 
charge. The Commission denied the company’s Smart Grid Plan and surcharge recovery. The 
Commission‘s decision stated: 

The Proposal asks BGE’s ratepayers to take significant financial and technological risks 
and adapt to categorical changes in rate design, all in exchange for savings that are 
largely indirect, highly contingent and a long way off. We are not persuaded that this 
bargain is cost-effective or serves the public interest, at least in its current form. 

... 

The Proposal is a ‘no-lose proposition’ for the Company and its investors.47 

BGE submitted a modified SmartGrid plan in Case No. 9208. The Commission approved BGE’s 
modified SmartGrid plan, but again did not permit recovery of the project through a surcharge. 
The Commission supported intervenor, the Maryland Energy Administration’s (MEA), position 
that AMI deployment is analogous to an investment in a power plant, an investment of similar 
(or greater) magnitude that historically would be recovered through traditional ratemaking.@ 

RENEWABLE ENERGY 
Renewable energy surcharges recover costs related to capital expenditures or purchased power 
contracts associated with a utility‘s renewable energy program. Renewable energy is defined as 
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energy that can be replenished, such as wind, solar, geothermal, hydro, photovoltaic, wood and 
waste. Renewable energy typically also has environmental benefits. To encourage the develop- 
ment of renewable energy, many jurisdictions provide for utility cost recovery via surcharges. 
Non-renewable energy sources are finite, such as coal, oil, and gas.49 

TRANS M IS S IO N I N FR ASTR U CTU RE 
Transmission surcharges can include provisions for utility recovery of capital expenditures 
to upgrade a utility‘s aging transmission infrastructure and/or transmission cost increases 
which the utility incurs based on transmission costs approved by the FERC. Some state regula- 
tory commission prefer to isolate the impacts on utility customer bills resulting from federal 
mandates, including FERC decisions, so those impacts are transparent to customers and are 
distinguished from state regulatory decision impacts. 

PIPELINE SAFETY PROGRAM FEES 
Utilities have proposed surcharges to recover costs associated with inspecting gas distribution 
pipelines and safety related issues. 

VEGETATION MANAGEMENT 
Vegetation management activities can include: tree pruning (trimming), right-of-way mow- 
ing and clearing, and herbicide application.5” A major cause of power outages can be due to 
improperly maintained vegetation or trees that can come in contact with power lines during 
severe storms. 

ENVl RON M ENTAL COMPLIANCE 
Environmental compliance costs can include remediation costs associated with site inves- 
tigation and removal of pollution or contaminants from soil or groundwaters’ or costs to 
implement environmental controls mandated by state and federal regulations.5’ A com- 
mon example of environmental compliance costs is the emission control equipment that 
electric generation utilities are required to install on coal-fired plants to meet air quality 
standards. 

UNCOLLECTIBLE CHARGES 
Some utilities have requested surcharges to collect customers’ bad debts. Some surcharges allow 
a utility to collect from (or refund) the difference between the uncollectible (or bad debt) expense 
allowed in base rates and the utility’s actual prior calendar year uncollectible expense. Some util- 
ity uncollectible surcharges recover only the fuel or gas cost portion of uncollectible accounts.53 In 
some cases, the uncollectible expense may be collected though the utility’s fuel or gas clause. 

PENSION/OTHER POST RETIREMENT BENEFITS (“OPEB”) 
Prior to 2008, many utilities’ defined benefit pension plans were well funded. However, 
due to the sharp decline of the stock market in late 2008 with the onset of the world-wide 
financial crisis, many utilities’ pension plans suffered substantial losses. In the following 
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years, some utilities requested substantial increases to their pension expense to replen- 
ish the funding of their pension plans, some via a surcharge. The stock market has since 
stabilized. 

STORM DAMAGE 
A catastrophic storm may cause significant damage to a utility’s infrastriictiire (wires, poles, 
substations, etc.). Some utilities have petitioned regulators to recover the costs associated with 
repairing its infrastructure via a surcharge mechanism. Traditionally, utility storm damage 
repair costs have been addressed in base rates. 

ENERGY EFFICIENCY/CONSERVATION/DEMAND SIDE MANAGEMENT (DSM) PROGRAMS 
Costs associated with implementing energy efficiency, conservation and demand side 
management programs are increasingly being addressed for ratemaking purposes in utility 
surcharge mechanisms. 

UNIVERSAL SERVICE COSTS (LOW INCOME PROGRAM COSTS) 
A universal service cost is a fee paid by users of a utility service in some states to support 
the provision of providing utility service for low-income users. The fees help eligible cus- 
tomers pay their electricity bills and may also provide for energy conservation measures 
and weatherization.54 

MUNICIPAL FEES/FRANCHISE FEES 
Some utilities pass through fees imposed on the utility by the municipality for franchise, occu- 
pation taxeslfees, or any other taxlfee imposed on the company by the municipality to conduct 
business within the city limits and on the cities’ rights-of-way to its customers.55 Typically, 
special surcharges for municipal fees or taxes would be applicable to utility customers residing 
within the municipality that is imposing such surcharges on the utility. 

AD VALOREM TAXES 
Ad Valorem taxes are taxes based on assessed value of property (i.e., property taxes). 

OTHER TAXES 
Some utilities impose a surcharge to collect other taxes such as sales and use tax, gross receipts 
tax, etc. 

STRANDED COSTS 
Costs incurred by utilities to serve their customers that potentially may be unrecoverable in a 
newly-created market.S6 Stranded costs can be defined as the estimated decline in the value of 
electricity-generating assets due to restructuring of the industry.57 

SOCIETAL BENEFITS CHARGE OR SYSTEM BENEFITS CHARGE 
In some jurisdictions, such as New Jersey and Arizona, utilities collect from customers a 
“societal benefits charge” which allows the utility to recover a combination of costs: e.g., 
clean energy program costs, manufactured gas plant remediation expenses, universal ser- 
vice fund and other allowed costs.5’ 
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REGULATORY FEES 
These fees can include rate case costs, regulator fees, etc. 

LITIGATION COSTS 
Legal fees and costs associated with a trial, if significant or unusual, would be the subject of a 
special surcharge request by a utility. Traditionally, utility legal costs are addressed in the deter- 
mination of the utilities’ base rates. 

ECONOMIC STIMULUS PROGRAM (“ESP”) 
In some jurisdictions, such as New Jersey, costs and associated carrying costs incurred on 
behalf of the utility for reliability focused and energy efficiency focused infrastructure projects 
are within the Economic Stimulus Program (“ESP”), which is a specific utility cost recovery 
mechanism. ESP Costs include: ( I )  the carrying costs (depreciation and return on net invest- 
ment, including tax effects) on capital investments and (2) the incremental operation and 
maintenance expenses associated with the infrastructure programs. 

ENVIRONMENTAL COMPLIANCE 
Capital expenditures and O&M associated with installing environmentally compliant plant 
equipment that reduces or removes the level of harmful substances being emitted into the 
atmosphere. This can include costs for environmental remediation (i.e., clean-up). 

SYSTEM HARD EN I N G / R ELI A BI L ITY COSTS 
Proactive measures to increase a utility’s transmission and distribution system to withstand 
the effects of high winds and storms. This can also include investments to upgrade or under- 
ground the infrastructure. 

SECURITY COSTS 
Security costs include proactive measures to protect a utility’s infrastructure from security threats. 
After the September 11, 2001 terrorist attacks on the World Trade Center, some utilities began 
requesting special cost recovery for the increased costs for security threats to water supply and 
treatment facilities and to other potential terrorist targets such as nuclear generating plants. 

Ralph Smith is a senior regulatory consultant with Larkin & Associates, PLLC. His professional 
credentials include being a Certified Financial PlannerlM Professional, a licensed certified pub- 
lic accountant and attorney. He functions as project manager on consulting projects involving 
utility regulation, regulatory policy and ratemaking and utility management. He received a 
Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, 
Dearborn, 1979; a Master of Science in Taxation, Walsh College, Michigan, 1981. His Master’s 
thesis dealt with investment tax credit and property tax on various assets. He also graduated, 
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cum laude, with a Juris Doctor from Wayne State University Law School, Detroit, Michigan, 
1986, and received an American Jurisprudence Award for academic excellence. His involve- 
ment in public utility regulation has included project management and in-depth analyses of 
numerous issues involving water and sewer, telephone, electric, and gas utilities. 

Over the past 31 years, Mr. Smith has performed work in the field of utility regulation on 
behalf of industry, public service commission staffs, state attorney generals, municipalities, 
and consumer groups concerning regulatory matters before regulatory agencies in Alabama, 
Alaska, Arizona, Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, 
Indiana, Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New 
Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina, 
South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, 
Canada, Federal Energy Regulatory Commission and various state and federal courts of law. He 
has presented expert testimony in regulatory hearings on behalf of utility commission staffs 
and intervenors, including AARP, on several occasions. 

Tina Miller is a regulatory analyst with Larkin & Associates, PLLC. She graduated from East- 
ern Michigan University (Ypsilanti, Michigan) with a Bachelor of Business Administration in 
Accounting in December 1996. Ms. Miller prepares discovery requests, produces spreadsheets 
and models, assists with the review and analysis of regulatory filings, and performs regulatory 
and accounting research. 

Dawn Bisdorf is a research associate with Larkin & Associates, PLLC. Ms. Bisdorf holds an 
Associate’s degree in Accounting from Schoolcraft College and a Bachelor of Arts in Social 
Science from Madonna University, both of which are located in Livonia, Michigan. Ms. Bisdorf 
assists on regulatory projects by preparing analyses under the direction of the senior profes- 
sionals, locating testimony and orders online, performing research, proofing schedules and 
testimony, and keeping files organized, as needed. 

Jill Zhao is a regulatory analyst with Larkin & Associates, PLLC. She graduated from Eastern 
Michigan University (Ypsilanti, Michigan) with a Master of Science in Accounting in 2009. Ms. 
Zhao prepares discovery requests, produces spreadsheets and models, assists with the review 
and analysis of regulatory filings, and performs regulatory and accounting research. 

Input for this report was also provided by Hugh Larkin, Jr., senior partner of Larkin & Associ- 
ates; Helmuth W. Schultz, 111, and Donna Ramas, senior regulatory analysts; Mark Dady and 
John Defever, regulatory analysts, and Kerry Niemiec, administrator. 
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Public Utilities Commission of Minnesota, Utility Rates Study, 2010, Talking Points on Cost 
Trackers, The National Regulatory Research Institute Presentation, November 2009. 

The Two Sides of Cost Trackers: Why Regulators Must Consider Both, October 27,2009. 

3 The International Accounting Standards Board (IASB) Framework lists prudence as a 
sub-quality of reliability, calling prudence “the inclusion of a degree of caution in the 
exercise of the judgments needed in making the estimates required under conditions of 
uncertainty, such that assets or income are not overstated and liabilities or expenses are 
not understated” (paragraph 37). Also, Financial Accounting Standards Board (“FASB”) 
Concepts Statement 2 discusses conservatism-meaning prudence-at length in para- 
graphs 91-97. 

4 Used and useful is defined by the Edison Electric Institute’s 2005 Glossary of Electric Terms 
as “A regulatory specification typically used to determine whether an item of “Plant” may be 
included in a utility’s rate base. 

5 http://nrria.org/index.php?option=com ~ content&task=view&id=97&Itemid=48. Public Utili- 
ties Commission of Minnesota, Utility Rates Study, 20x0. 

Cost Recovery Mechanisms for Smart Grid Investment, Carl Peterson, Center for Business and 
Regulation, University of Illinois Springfield. 

7 Public Utilities Commission of Minnesota, Utility Rates Study, 2010. 

http://www.nj.gov/bpu/residential/glossary/ In states which have restructured their retail elec- 
tric markets, the transmission and distribution rates remain regulated. 

9 Public Utilities Commission of Minnesota, Utility Rates Study, 2010. 

lo The Two Sides of Cost Trackers: Why Regulators Must Consider Both, October 27,2009. 

The terms used may vary slightly between different jurisdictions and are not used uniformly 
by utility regulators. 

http://www.georgiapower.com/pricing/glossary.asp#rider 

‘3 Aquila, Order in Application No. NG-0041 

’4 Balancing accounts are usually classified as “one way” (or “asymmetrical”) where under- 
spending is returned to ratepayers, but overspending is absorbed by company. Under a 
two-way (“or symmetrical”) balancing account, the impact of underspending and overspend- 
ing, if deemed to be prudent, is ultimately passed on to the ratepayer. 

’5 A balancing account may be recorded as a regulatory asset or a deferred asset on the utility’s 
books. Qualifying costs are charged to the balancing account and the surcharge revenues 
collected are credited to the account. Balances in some balancing accounts earn the 90-day 
commercial payment rate. 

‘6 Memorandum (“memo”) accounts are used extensively by California utilities, with more 
limited or no use in other jurisdictions. The costs being tracked may later be converted to 
a balancing account upon approval by the regulator. In California, information regarding 
memorandum accounts are reported by filing “Advice Letters”. 
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’7 A. 1007-007 

l8 This information was obtained from the tariffs on the utilities’ websites during the time- 
frame of this report. 

l 9  Utah Code Annotated Section 54-7-13(4) 

2o Direct Testimony of Greg Shimansky, GDS-1, A. 10-12-005 

21 Direct Testimony of Jodi Jerich, on behalf of RUCO, Docket No. G-04204A-11-0158 

22 Testimony of David Dismukes, Docket No. 09-00183, Testimony of Jodi Jerich, 
G-04204A-11-0158 

23 http://coa.courts.mi.gov/documents/OPINIONS/FINAL/COA/~o~~o~~o_C~~6~~~~~~_~~6~~~. 
0PN.PDF 

24 Id., at 8 

25 Id., at 8 

The array of surcharges being proposed and implemented by utilities is continuously evolv- 
ing. Information for the utilities listed is believed to be accurate at the time the research was 
conducted, but is subject to change as new regulatory developments occur. 

’7 It should be noted that the utility may only serve customers in a portion of the states shown. 

http ://www.aglresources.corn/about/about_us.aspx 

29 AGL Resources 2010 Form io-K p. 4 

3O 2010 Form io-K 

3 l  http ://m.ameren.com/aboutameren/pages/aboutus.aspx 

3’ 2010 Form io-K 

33 https ://m.progress-energy.com/company/about-us/index.page? 

34 http://www.southerncompany.com/aboutus/home.aspx 

35 Southwest Gas Corporation, Form io-K, 2010 

36 Proposed Decision dated November 28,201 1 

37 2010 Form io-K 

38 http://www.metrodenver.org/investor-center120 1 ilxcel-energy.htm1 

39 Direct Testimony of Leland Snook on behalf of APS, Docket No. E-o1345A-11-0224 

4O Source: https://aep.com/about/IssuesAndPositions/Financial/Re~lato~/AlternativeRe~la- 
tion/S traightFixedVariable.aspx 

4 l  Ralph Miller Direct Testimony, Brooks Congdon, on behalf of Southwest Gas Corp., Docket 

4’ Utility Rates Study, July 22, 2010 by the Minnesota Public Utilities Commission to the Senate 

NO. G-01551A-07-0504 

Energy, Utilities, Technology & Communications Committee. 

fpl/zoi 1/10/25/8768 i.htm1 
43 http://citrusdaily.com/psc-approves-nuclear-cost-recovery-progress-energy- 
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44 Also referred to as "Advanced Meters". 

45 http://www.greentechmedia.com/articles/read/smart-grid-cost-recovery-make-the-consumer- 

46 www.smartgridtoday.com/public/z 174print.cfm, Order in Case 09-E-03 io, http://www.coned. 

care/ 

com/documents/elec/i~~-i 64a.pdf 

47 MD PSC Order No. 83410, pp. 1,3, dated June Z ~ , Z O I O .  

4* MD PSC Order No. 83531, pp. 32-41. 

49 zoo5 EEI Glossary. 

5' http://www.oncor.com/community/vegetation/default.aspx 

5' http://en.wikipedia.org/wiki/Environmental_remediation 
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53 Atmos Energy 
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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of 
the applications for a permanent rate increase (“Applications”) of Global 
Water - Palo Verde Utilities Company (“Palo Verde”); Global Water - 
Santa Cruz Water Company (“Santa Cruz”); Global Water - Valencia 
Water Company - Town Division (“WVCT”); Water Utility of Greater 
Tonopah, Inc. (“WUGT); Willow Valley Water Company, Inc. (“Willow 
Valley”); Valencia Water Company - Greater Buckeye Division 
(“WCGB”); and Global Water - Water Utility of Northern Scottsdale 
(“W U N S ”) (co I lect ive I y “Ap p I ica n ts ” “G Io ba I Uti I it i es , ’I or “ Co m pa n y ”) w h i c h 
were filed with the Arizona Corporation Commission (“ACC” or 
“Commission”) on July 9, 2012, RUCO recommends the following: 

Cost of Common Equity - RUCO recommends that the Commission 
adopt an 8.50 percent cost of common equity. This 8.50 percent figure 
falls within the range of results obtained in RUCO’s cost of equity analysis, 
and is 294 basis points lower than the 11.44 percent cost of equity capital 
proposed by the Company in its application for a permanent rate increase. 

Costs of Debt - RUCO recommends that the Commission adopt the 
Company-proposed following costs of short-term and long-term debt: 

Short-term Long-term 

Palo Verde 0.00% 6.36% 

Santa Cruz 0.00% 6.58% 

VWCT 5.95% 5.69% 

WUGT 6.22% 6.33% 

W i I low Val ley 5.17% 4.68% 

VWCGB 6.78% 6.24% 

WUNS 0.00% 0.00% 

Capital Structures - RUCO recommends that the Commission adopt the 
Company-proposed capital structures of the Applicants as follows: 

I 
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Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

S-T Debt 

0.00% 

0.00% 

1.17% 

0.82% 

0.89% 

0.49% 

0.00% 

L-T Debt 

51.73% 

54.50% 

20.17% 

13.18% 

11.65% 

4.61 % 

0.00% 

Equity 

48.27% 

45.50% 

78.66% 

86.00% 

87.46% 

94.90% 

100.00% 

Weiqhted Average Costs of Capital - RUCO recommends that the 
Commission adopt the following weighted average costs of capital 
(“WACC”) which are the weighted costs of RUCO’s recommended costs of 
short-term debt and long-term debt and cost of common equity: 

Palo Verde 

WACC 

7.39% 

Santa Cruz 7.46% 

VWCT 7.91 % 

WUGT 8.19% 

Willow Val ley 8.03% 

VWCGB 8.39% 

WUNS 8.50% 

RUCO is also recommending that its WACC for WUGT and WUNS be 
adopted as operating margins due to the fact that both systems have 
negative rate bases. 

RUCO disagrees with a number of inputs that the Company’s cost of 
capital consultant relied on in both the discounted cash flow (“DCF”) 
model and the capital asset pricing model (“CAPM”) which were used to 
develop a proposed cost of common equity estimate of 11.44 percent. 

ii 
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RUCO also disagrees with the Company’s heavy reliance on comparable 
earnings and its use of a 120 basis point Arizona risk premium. 

... 
Ill 
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,NTRODUCTlON 

3. 

4. 

Q. 

4. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utilities regulation 

and your educational background. 

I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

( T R R A )  by the Society of Utility and Regulatory Financial Analysts 

(“SURFA”). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I, which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 
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Q. 

4. 

... 

What is the purpose of your testimony? 

The purpose of my testimony is to present recommendations that are 

based on my analysis of the applications for a permanent rate increase 

(“Applications”) of Global Water - Palo Verde Utilities Company (“Palo 

Verde”); Global Water - Santa Cruz Water Company (“Santa Cruz”); 

Global Water - Valencia Water Company - Town Division (“VWCT”); Water 

Utility of Greater Tonopah, Inc. (“WUGT); Willow Valley Water Company, 

Inc. (”Willow Valley”); Valencia Water Company - Greater Buckeye 

Division (“VWCGB”); and Global Water - Water Utility of Northern 

Scottsdale (“WUNS”) (collectively “Applicants,” “Global Utilities,” or 

“Company”) which were filed with the Arizona Corporation Commission 

(“ACC” or ‘Commission’’) on July 9, 2012. 

The Global Utilities have chosen the operating period ended December 

31, 201 1 for the test year (“Test Year”) in this proceeding. The Company 

has elected not to conduct a reconstruction cost new less depreciation 

study (“RCND”) for the purpose of establishing a fair value rate base, and 

to use the Applicant’s original cost rate base as their fair value rate base 

for the purpose of establishing a fair value rate of return on its invested 

capital. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Briefly describe the Applicants. 

The Applicants are all wholly owned subsidiaries of Global Water 

Resources, Inc. (“GWRI”) which in turn is owned by Global Water 

Resources Corp. (’GWRC” or “Parent”) a publicly traded Canadian firm 

which is listed on the Toronto Stock Exchange (stock ticker symbol GWR). 

Is this your first case involving the Company? 

No. 

included all of the Applicants in this filing with the exception of WUNS. 

I testified in the Company’s prior rate case during 2009 which 

What areas will you address in your direct testimony? 

I will address the cost of capital issues associated with the case. 

Will RUCO also offer direct testimony on the rate base, operating 

income and rate design issues in this proceeding? 

Yes. The rate base and operating income issues associated with the case 

will be addressed by RUCO witness Robert B. Mease. Mr. Mease will 

also provide testimony on rate design. 

Please explain your role in RUCO’s analysis of the Company’s 

Applications. 

I reviewed the Company’s Applications and performed a cost of capital 

analysis to determine a fair rate of return on the Company’s invested 

3 
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capital. In addition to my recommended capital structure, my direct 

testimony will present my recommended cost of common equity (the 

Company has no preferred stock) and my recommended costs of short- 

term and long-term debt. The recommendations contained in this 

testimony are based on information obtained from Company responses to 

data requests, the Company’s Applications, and from market-based 

research that I conducted during my analysis. 

a. 
4. 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Exhibit 1, Attachments A through D and Schedules WAR- 

1 through WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 

4. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into seven sections. First, the 

introduction I have just presented and second, a summary of my testimony 

and recommendations that I am about to give. Third, I will present the 

findings of my cost of equity capital analysis, which utilized both the 

discounted cash flow (“DCF”) method, and the capital asset pricing model 

(“CAPM”). These are the two methods that RUCO and ACC Staff have 

consistently used for calculating the cost of equity capital in rate case 

proceedings in the past, and are the methodologies that the ACC has 

given the most weight to in setting allowed rates of return for utilities that 

4 
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operate in the Arizona jurisdiction. In this third section 

Q. 

4. 

will also provide a 

brief overview of the current economic climate within which the Company 

is operating. Fourth, I will discuss my recommended costs short-term and 

of long-term debt for the Applicants. The fifth section of my direct 

testimony is devoted to a discussion of my recommended capital 

structures for the Applicants. Sixth I will discuss my recommended 

weighted average costs of capital for the Applicants. In the Seventh and 

final section, I will comment on the Company’s cost of capital testimony. 

Attachments A through D and Schedules WAR-1 through WAR-9 will 

provide support for my cost of capital analysis. 

Please summarize the recommendations and adjustments that 

will address in your testimony. 

Based on the results of my analysis, I am making the following 

recommend at ions : 

Cost of Common Equity - I am recommending that the Commission 

adopt an 8.50 percent cost of common equity. This 8.50 percent figure 

falls within the range of results obtained in my cost of equity analysis, and 

is 294 basis points lower than the 11.44 percent cost of common equity 

capital proposed by the Company in its Applications. 
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Costs of Debt - I am recommending that the Commission adopt the 

Company-proposed following costs of short-term and long-term debt: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

Short-term 

0.00% 

0.00% 

5.95% 

6.22% 

5.17% 

6.78% 

0.00% 

Long-term 

6.36% 

6.58% 

5.69% 

6.33% 

4.68% 

6.24% 

0.00% 

Capital Structures - I am recommending that the Commission adopt the 

Company-proposed capital structures of the Applicants as follows: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

WVCGB 

WUNS 

S-T Debt 

0.00% 

0.00% 

1.17% 

0.82% 

0.89% 

0.49% 

0.00% 

6 

L-T Debt 

51.73% 

54.50% 

20.17% 

I 3. I 8% 

11.65% 

4.61 % 

0.00% 

Equity 

48.27% 

45.50% 

78.66% 

86.00% 

87.46% 

94.90% 

100.00% 
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Weighted Average Costs of Capital - I am recommending that the 

Commission adopt the following weighted average costs of capital 

(“WACC”) which are the weighted costs of RUCO’s recommended costs of 

short-term debt and long-term debt and cost of common equity: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

WACC 

7.39% 

7.46% 

7.91 % 

8.19% 

8.03% 

8.39% 

8.50% 

I am also recommending that my WACC for WUGT and WUNS be 

adopted as operating margins due to the fact that both systems have 

negative rate bases. 

Q. 

A. 

Why do you believe that your recommended WACC are appropriate 

rates of return for the Applicants to earn on their invested capital? 

The various WACC figures that I am recommending meet the criteria 

established in the landmark Supreme Court cases of Bluefield Water 

Works & Improvement Co. v. Public Service Commission of West Virginia 

(262 U.S. 679, 1923) and Federal Power Commission v. Hope Natural 
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Gas Company (320 U.S. 391, 1944). Simply stated, these two cases 

affirmed that a public utility that is efficiently and economically managed is 

entitled to a return on investment that instills confidence in its financial 

soundness, allows the utility to attract capital, and also allows the utility to 

perform its duty to provide service to ratepayers. The rate of return 

adopted for the utility should also be comparable to a return that investors 

would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 

Q. 

A. 

Do the Bluefield and Hope decisions indicate that a rate of return 

sufficient to cover all operating and capital costs is guaranteed? 

No. Neither case guarantees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opportunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as the Global Utilities, are provided with 

the opportunity to earn an appropriate rate of return if their management 
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exercises good judgment and manages assets and resources in a manner 

that is both prudent and economically efficient. 

2OST OF EQUITY CAPITAL 

3. What is your final recommended cost of equity capital for the Global 

Utilities? 

I am recommending a cost of equity of 8.50 percent. My recommended 9. 

8.50 percent cost of equity falls within the range of results derived from my 

DCF and CAPM analyses, which utilized a sample of publicly traded water 

providers and a sample of natural gas local distribution companies 

(“LDCs”). The results of my DCF and CAPM analyses are summarized on 

page 2 of my Schedule WAR-I. 

Discounted Cash Flow (DCF) Method 

Q. 

4. 

Please explain the DCF method that you used to estimate the 

Company’s cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (Le. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 
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flows back to their present value is often referred to as the investor's cost 

of capital (Le. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investorls cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investor's required rate of return 

can be expressed as the percentage of the dividend that is paid on the 

stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
D1 

PO 
k = -  

where: k = the required return (cost of equity, equity capitalization rate), 

- -  - the dividend yield of a given share of stock calculated D1 

PO 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

10 
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This formula is the basis for the standard growth valuation model that I 

used to determine the Company's cost of equity capital. 

Q. 

A. 

In determining the rate of future dividend growth for the Company, 

what assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model's basic underlying assumption that a company's 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 

dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 
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Q. 

A. 

Would you please provide an example that will illustrate the 

relationship that earnings, the dividend payout ratio and book value 

have with dividend growth? 

RUCO consultant Stephen Hill illustrated this relationship in a Citizens 

Utilities Company 1993 rate case by using a hypothetical utility.' 

Table I 

Year 1 Year 2 Year 3 Year 4 Year 5 

BookValue $10.00 $10.40 $10.82 $1 1.25 $1 1.70 

Equity Return 10% 10% 10% 10% 10% 

EarningsISh. $1 .OO $1.04 $1.082 $1.125 $1.170 

Payout Ratio 0.60 0.60 0.60 0.60 0.60 

Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 

Growth 

4.00% 

NIA 

4.00% 

NIA 

4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year 1, the utility had a common equity or book 

value of $10.00 per share, an investor-expected equity return of ten 

percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($10.00 book value x 10 percent equity return) 

and a dividend of $0.60 ($1.00 earningslsh. x 0.60 payout ratio) during 

Year 1. Because forty percent (1 - 0. 60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-I 032-93-1 11, Prepared 1 

Testimony, dated December 10, 1993, p. 25. 
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presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (i.e. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of (1) the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

Q. 

A. 

... 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth 

rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

13 
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Table I I  

Year 1 Year 2 Year 3 Year 4 Year 5 Growth 

Bookvalue $10.00 $10.40 $10.82 $11.47 $12.158 5.00% 

Equity Return 10% 10% 15% 15% 15% 10.67% 

Earnings/Sh $1 .OO $1.04 $1.623 $1.720 $1.824 16.20% 

Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A 

Dividend/S h $0.60 $0.624 $0.974 $1.032 $1.094 16.20% 

In the example displayed in Table II, a sustainable growth rate of four 

percent2 exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

p e r ~ e n t . ~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [(I5 percent + 10 percent) - I]. 

This is clearly an unrealistic expectation. 

Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

~ 

[ ( Year 2 Earnings/Sh - Year 1 EarningdSh ) + Year 1 EarningsISh ] = [ ( $1.04 - $1.00 ) + 
2 

$1 .OO ] = [ $0.04 + $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 3 
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more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

2. 

4. 

Q. 

4. 

Other than the retention of internally generated funds, as illustrated 

in Mr. Hill's hypothetical example, are there any other sources of new 

equity capital that can influence an investor's growth expectations 

for a given company? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is often the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

How does external equity financing influence the growth 

expectations held by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (Le. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 

base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 

15 
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consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

Q. 

4. 

Please provide an example of how external financing affects a 

utility's book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 

value per share, there would be no impact on either the utility's earnings 

base or investor expectations. 
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1. 

I. 

Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public Utility,4 Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon's growth rate is as follows: 

- - and V 

where: BV = 

MP = 

g = ( br ) + ( sv ) 

DCF expected growth rate, 

the earnings retention ratio, 

the return on common equity, 

the fraction of new common stock sold that 

accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

1 - [ ( W / ( M P ) l  

book value per share of common stock, and 

the market price per share of common stock. 

Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State 4 

University, 1974, pp. 30-33. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Did you include the effect of external equity financing on long-term 

growth rate expectations in your analysis of expected dividend 

growth for the DCF model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the expected growth rate in shares outstanding 

times 1 minus 1 divided by the market-to-book ratio in the equation 

[I -(I I (  M I B ) ) ] .  

In cases when a company is trading at a market price that is greater than 

its book value, multiplying the expected growth rate in shares outstanding 

by the equation [ 1 - ( 1 / ( M / B) ) ] increases the external growth rate 

and reflects investors’ growth rate expectations associated with the 

issuance of new shares. 

Did the Commission adopt your cost of capital estimate in the prior 

Global Utilities rate case proceeding? 

Yes. The Commission adopted my recommended cost of common equity 

in the 2009 Global Water rate case pr~ceeding.~ Decision No. 71878, 

dated September 14, 201 0 stated the following: 

Docket Number W-02445A-09-0077 
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“We find that the evidence presented by RUCO as a basis for its 
cost of equity recommendation constitutes substantial evidence in 
support of its cost of equity recommendation. We further find that 
the evidence presented by the Company as a basis for its cost of 
equity recommendation contrary to RUCO’s assertion, constitutes 
evidence that is no less substantial in support of its 
recommendation and of Staffs acceptance thereof. The 
methodologies on which each of the parties relied in making their 
cost of equity recommendations are clearly set forth in the hearing 
exhibits. Based on a consideration of all the evidence presented 
in this proceeding, we find a cost of common equity of 9.0 percent 
to be reasonable in this case. This level of return on equity 
reasonably and fairly balances the needs of Applicants and their 
ratepayers, is reflective of current market conditions, and results in 
the setting of just and reasonable rates.” 

Q. 

4. 

Q. 

A. 

How did you develop your dividend growth rate estimate? 

I analyzed data on two separate proxy groups. A water company proxy 

group comprised of seven publicly traded water companies and a natural 

gas proxy group consisting of nine natural gas local distribution companies 

(“LDCs”) that have similar operating characteristics to water providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company as in 

this case where shares of are closely held and not publicly-traded on a 

stock exchange. Because of this situation, I used the aforementioned 

proxy that includes four publicly-traded water companies and nine LDCs. 
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Q. 

A. 

Q. 

A. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 

commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 

What criteria did you use in selecting the companies that make up 

your water company proxy for the Company? 

The seven water companies used in the proxy are publicly traded on the 

both the New York Stock Exchange (“NYSE”) and the NASDAQ.‘ All of 

the water companies are followed by The Value Line Investment Survey 

(“Value Line”) and are the same companies that comprise Value Line’s 

large capitalization Water Utility Industry segment of the U.S. economy 

(Attachment A contains Value Line’s April 19, 2013 update of the water 

utility industry and evaluations of the water companies used in my proxy). 

”NASDAQ“ originally stood for ”National Association of Securities Dealers Automated 
Today it is the second-largest stock exchange in the world, after the New York 

6 

Quotations”. 
Stock Exchange (“NYSE”). 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Are these the same water utilities that you have used in prior rate 

case proceedings? 

I have used six of the seven water utilities in prior rate case proceedings. 

In this case, I am including Connecticut Water Service, Inc., (NASDAQ 

stock ticker symbol “ClWS”) which was added to Value Line’s Large Cap 

Edition in January 2013. 

What other water utilities comprise your water company proxy 

group? 

In addition to Connecticut Water Service, Inc., my water company proxy 

group includes American Water Works Company, Inc. (“AWK’), American 

States Water Company (stock ticker symbol “AWR”), California Water 

Service Group ( “ C W ) ,  Middlesex Water Company (“MSEX”), SJW 

Corporation (“SJW”), and Aqua America, Inc. (“WTR”). Each of these 

water companies face the same types of risk that AWC faces. For the 

sake of brevity, I will refer to each of the companies in my samples by their 

appropriate stock ticker symbols henceforth. 

Briefly describe the areas served by the companies in your water 

company sample proxy. 

AWK operates in over 30 U.S. states and Canada. AWR serves 

communities located in Los Angeles, Orange and San Bernardino 

counties in California. CWT provides service to customers in seventy-five 
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communities in California, New Mexico and Washington. CvvT's principal 

service areas are located in the San Francisco Bay area, the Sacramento, 

Salinas and San Joaquin Valleys and parts of Los Angeles. As described 

earlier in my testimony, CTWS provides service to 400,000 people in over 

55 towns in Connecticut and Maine. MSEX serves customers in New 

Jersey, Delaware and Pennsylvania. SJW serves approximately 226,000 

customers in the San Jose area and approximately 8,700 customers in a 

region located between Austin and San Antonio, Texas. WTR is a holding 

company for a large number of water and wastewater utilities operating in 

nine different states including Pennsylvania, Ohio, New Jersey, Illinois, 

Maine, North Carolina, Texas, Florida and Kentucky. 

Q. 

A. 

What criteria did you use in selecting the natural gas LDCs included 

in your proxy for the Company? 

As are the water companies that I just described, each of the natural gas 

LDCs used in the proxy are publicly traded on a major stock exchange (all 

nine trade on the NYSE) and are followed by Value Line. Each of the nine 

LDCs in my sample are tracked in Value Line's natural gas Utility industry 

segment. All of the companies in the proxy are engaged in the provision 

of regulated natural gas distribution services. Attachment B of my 

testimony contains Value Line's most recent evaluation of the natural gas 

proxy group that I used for my cost of common equity analysis. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

What companies are included your natural gas proxy? 

The nine natural gas LDCs included in my proxy (and their NYSE ticker 

symbols) are AGL Resources, Inc. (“AGL”), Atmos Energy Corp. (“ATO”), 

Laclede Group, Inc. (“LG”), New Jersey Resources Corporation (“NJR”), 

Northwest Natural Gas Co. (,,NWN”), Piedmont Natural Gas Company 

(“PNY”), South Jersey Industries, Inc. (“SJI”) Southwest Gas Corporation 

(“SWX”), which is the dominant natural gas provider in Arizona, and WGL 

Holdings, Inc. (“WGL”). 

Are these the same LDCs that you have used in prior rate case 

proceedings? 

Yes, I have used these same LDCs in prior cases including two of the 

most recent water company proceedings that I have testified in before the 

  om mission.^ 

Briefly describe the regions of the U.S. served by the nine natural 

gas LDCs that make up your sample proxy. 

The nine LDCs listed above provide natural gas service to customers in 

the Middle Atlantic region (Le. NJR which serves portions of northern New 

Jersey, SJI which serves southern New Jersey and WGL which serves the 

Washington D.C. metro area), the Southeast and South Central portions 

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the 

Arizona Water Company Eastern Group Rate Case, Docket No. W-O1445A-11-0310 and Pima ? 

Utility Company Docket Numbers W-02199A-11-0329 and SW-02199A-11-0330. 
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Atlanta, Georgia area and PNY which serves customers in North Carolina, 

South Carolina and Tennessee), the South, deep South and Midwest (i.e. 

AT0 which serves customers in Kentucky, Mississippi, Louisiana, Texas, 

Colorado and Kansas, LG which serves the St. Louis area), and the 

Pacific Northwest (i.e. NWN which serves Washington state and Oregon). 

Portions of Arizona, Nevada and California are served by SWX. 

2. 

4. 

Q. 

4. 

... 

Are these the same water and natural gas companies that the 

Company used in its application? 

For the most part, yes. The Company’s consultant, Mathew J. Rowell, 

relied on a sample comprised of eight water providers which excluded 

American Water Works Company, Inc. but included York Water Company 

and Artesian Resources Corp. 

Why didn’t you include York Water Company and Artesian 

Resources Corp. in your sample of water providers? 

Both York Water Company and Artesian Resources Corp. are only 

followed in Value Line’s Small and Mid-Cap Edition which does not 

provide the five-year projections on growth and earnings that I rely on in 

making my cost of common equity estimates. 
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2. 

4. 

2. 

4. 

Please explain your DCF growth rate calculations for the sample 

companies used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 

the compounded share growth for each of the utilities included in the 

sample for the historical observation period 2008 to 2012 for both the 

water companies and for the LDCs. Schedule WAR-5 also includes Value 

Line's projected 2013, 2014 and 2016-18 values for the retention ratio, 

equity return, book value per share growth rate, and number of shares 

outstanding for the both the water utilities and the LDCs in my sample. 

Please describe how you used the information displayed in Schedule 

WAR4 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use WTR as an example. The first 

dividend growth component that I evaluated was the internal growth rate. 

I used the "b x r'' formula (described earlier on pages 11 and 12 of my 

direct testimony) to multiply WTR's earned return on common equity by its 

earnings retention ratio for each year in the 2008 to 2012 observation 

period to derive the utility's annual internal growth rates. I used the mean 

average of this five-year period as a benchmark against which I compared 

the projected growth rate trends provided by Value Line. Because an 

investor is more likely to be influenced by recent growth trends, as 

opposed to historical averages, the five-year mean noted earlier was used 
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only as a benchmark figure. As shown on Schedule WAR-5, Page 2, 

WTR had sustainable internal growth that averaged 3.59 percent during 

the 2008 to 2012 observation period. The company experienced a decline 

in growth from 2.80 percent in 2008, to 2.69 percent in 2009. Internal 

growth then climbed to 4.24 percent during the final year of the 

observation period. Value Line’s analysts expect growth for WTR to 

decline in the coming years. Internal growth is expected to increase to 

5.78 percent in 2013 before falling to 4.31 percent by the end of 2018. 

After weighing Value Line’s earnings and book value estimates, I believe 

that internal growth of 5.00 percent is reasonable for WTR. (Schedule 

WAR-4, Page 1 of 2). 

Q. 

4. 

Please continue with the external growth rate component portion of 

your analysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

VVTR increased from 135.37 million in 2008, to 140.35 million in 2012. 

Value Line is forecasting higher future share growth. According to Value 

Line’s analysts, outstanding shares should increase from 140.50 million in 

2013 to 143.00 million by the end of the 2016-18 time period. Based on 

Value Line’s expectations, I believe that a 0.30% rate of share growth is 

appropriate (Page 2 of Schedule WAR-4). My final dividend growth rate 

estimate for WTR is 5.19 percent (5.00 percent internal growth + 0.19 

percent external growth) and is shown on Page 1 of Schedule WAR-4. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is your average DCF dividend growth rate estimate for your 

sample of water utilities? 

My average DCF dividend growth rate estimate for my water company 

sample is 4.95 percent as displayed on page 1 of Schedule WAR-4. 

Did you use the same approach to determine an average dividend 

growth rate for your proxy of natural gas LDCs? 

Yes. 

What is your average DCF dividend growth rate estimate for the 

sample natural gas utilities? 

My average DCF dividend growth rate estimate for my natural gas sample 

is 5.28 percent, which is also displayed on page 1 of Schedule WAR-4. 

How does your average dividend growth rate estimates on water 

companies compare to the growth rate data published by Value Line 

and other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Zacks Investment Research, Inc. (“Zacks”) 

(Attachment C) and Value Line. In the case of the water companies, my 

4.95 percent growth estimate falls below Zacks’ average long-term EPS 

projection of 5.10 percent for the water companies in my sample and 

Value Line’s growth projection of 5.81 percent (which is an average of 
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EPS, DPS and BVPS). My 4.95 percent estimate is 104 basis points 

higher than the 3.91 percent average of Value Line’s historical growth 

results and 6 basis points higher than the 4.89 percent average of the 

growth data published by both Value Line and Zacks. My 4.95 percent 

growth estimate is also 21 basis points higher than Value Line’s 4.74 

percent 5-year compound historical average of EPS, DPS and BVPS. On 

balance, I would say my 4.95 percent growth estimate, derived from Value 

Line data, is not out of line with the growth projections that are available to 

the investing public. 

Q. 

A. 

How do your average growth rate estimates on natural gas LDCs 

compare to the growth rate data published by Value Line and other 

analysts? 

As can be seen on Schedule WAR-6, my 5.28 percent growth estimate for 

the natural gas LDCs is 67 to 80 basis points higher than the average 

4.48 percent average of long-term EPS consensus projection published by 

Zacks, and the 4.61 percent Value Line projected estimate (which is an 

average of EPS, DPS and BVPS). The 5.28 percent estimate that I have 

calculated is 50 basis points lower than the 4.78 percent average of the 5- 

year historic EPS, DPS and BVPS means of Value Line and is also 62 

basis points higher than the combined 4.66 percent Value Line and Zacks 

averages displayed in Schedule WARB. In fact, my 5.28 percent growth 

estimate exceeds Value Line’s 4.12 percent 5-year compound historical 
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average of EPS, DPS and BVPS by 116 basis points. In the case of the 

LDCs I would say that my 5.28 percent estimate is more optimistic than 

the growth projections for natural gas LDCs being presented by securities 

analysts at this point in time. 

Q. 

4. 

Q. 

A. 

How did you calculate the dividend yields displayed in Schedule 

WAR-3? 

For both the water companies and the natural gas LDCs I used the 

estimated annual dividends, for the next twelve-month period, that 

appeared in Value Line’s April 19, 2013 Ratings and Reports water utility 

industry update and Value Line’s June 7, 2012 Ratings and Reports 

natural gas utility update. I then divided those figures by the eight-week 

average daily adjusted closing price per share of the appropriate utility’s 

common stock. The eight-week observation period ran from April 15, 

2013 to June 7, 2013. The average dividend yields were 2.97 percent and 

3.56 percent for the water companies and natural gas LDCs, respectively. 

Based on the results of your DCF analysis, what is your cost of 

equity capital estimate for the water and natural gas utilities included 

in your sample? 

As shown on Schedule WAR-2, the cost of equity capital derived from my 

DCF analysis is 7.92 percent for the water utilities and 8.84 percent for the 
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natural gas LDCs which is 332 to 424 basis points higher than the current 

4.60 percent yield on a safer Baa/BBB-rated utility bond (Attachment D). 

:spital Asset Pricing Model (CAPM) Method 

7. 

4. 

Please explain the theory behind CAPM and why you decided to use 

it as an equity capital valuation method in this proceeding. 

CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpe’, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the 1990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

analyze the relationships between rates of return on various assets and 

risk as measured by beta.g In this regard, CAPM can help an investor to 

determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Management Science, Vol. 9, No. 

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock‘s beta is less than 1 .O, its returns are less volatile or riskier than the overall 
stock market. 

8 

2 (January 1963), pp. 277-93. 

9 
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virtually eliminated through diversification (i.e. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

k =  r f+  [ 13 ( rm - rf) ] 

the expected return of a given security, 

risk-free rate of return, 

beta coefficient, a statistical measurement of a 

security's systematic risk, 

average market return (e.g. S&P SOO), and 

- where: k - 

- - rf 

13 - - 

- - rm 

rm - rf = market risk premium. 

Q. 

4. 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 
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Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment D) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components,” a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

lo As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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testimony, this compensation translates into higher rates of returns to the 

investor. 

Q. 

A. 

Q. 

A. 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 

Please explain why US. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment D) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components,” a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 

11 

33 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Iirect Testimony of William A. Rigsby 
Yobal Utilities 
locket No. W-O1212A-12-0309 et al 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

testimony, this compensation translates into higher rates of returns to the 

investor. 

3. 

4. 

Q. 

A. 

What security did you use for a risk-free rate of return in your CAPM 

analysis? 

I used an eight-week average of the yield on a 30-year U.S. Treasury 

instrument. The yields were published in Value Line’s Selection and 

Opinion publication dated April 26, 2013 through June 7, 2013 

(Attachment D). This resulted in a risk-free (rf) rate of return of 3.06 

percent . 

Why did you use the yield on a 30-year year U.S. Treasury instrument 

as opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 
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asset being analyzed in the CAPM model should be used as the risk-free 

rate of return. Because utilities in Arizona generally file for rates every 

three to five years, the yield on a 5-year U.S. Treasury Instrument more 

closely matches the investment period or, in the case of regulated utilities, 

the period that new rates will be in effect. In prior rate cases I have relied 

on the yields of the 5-year Treasury instrument, however for the sake of 

argument in this case, I have used the higher yield of the longer term 30- 

year Treasury bond. As I will discuss later in my testimony, the yields of 

long-term U.S. Treasury instruments are at historic lows as a result of 

recent actions being undertaken by the U.S. Federal Reserve to stimulate 

the U.S. economy. 

Q. 

A. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a geometric and an arithmetic mean of the historical total 

returns on the S&P 500 index from 1926 to 2012 as the proxy for the 

market rate of return (rm). For the risk-free portion of the risk premium 

component (rf), I used the geometric mean of the total returns of long-term 

government bonds for the same eighty-four year period. The market risk 

premium (rm - rf) that results by using the geometric mean of these inputs 

is 3.70 percent (9.80% - 6.10% = 3.70%). The market risk premium that 

results by using the arithmetic mean calculation is 5.40 percent (1 1.80% - 

6.40% = 5.40%). 
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Q. 

A. 

Q. 

A. 

How did you select the beta coefficients that were used in your 

CAPM analysis? 

The beta coefficients (B), for the individual utilities used in both my 

proxies, were calculated by Value Line and were current as of April 19, 

2013 for the water companies and June 7, 2013 for the natural gas LDCs. 

Value Line calculates its betas by using a regression analysis between 

weekly percentage changes in the market price of the security being 

analyzed and weekly percentage changes in the NYSE Composite Index 

over a five-year period. The betas are then adjusted by Value Line for 

their long-term tendency to converge toward 1 .OO. The beta coefficients 

for the service providers included in my water company sample ranged 

from 0.60 to 0.85 with an average beta of 0.70. The beta coefficients for 

the LDCs included in my natural gas sample ranged from 0.60 to 0.75 with 

an average beta of 0.67. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 5.65 percent for the water companies and 5.52 

percent for the natural gas LDCs. My calculation using an arithmetic 

mean results in an average expected return of 6.84 percent for the water 

companies and 6.66 percent for the natural gas LDCs. 
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Q. 

A. 

Please summarize the results derived under each of the 

methodologies presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 

METHOD RESULTS 

DCF (Water Sample) 7.92% 

DCF (Natural Gas Sample) 8.84% 

CAPM (Water Sample) 5.65% - 6.84% 

CAPM (Natural Gas) 5.52% - 6.66% 

Based on these results, my best estimate of an unadjusted range for a 

cost of common equity for the Company is 5.52 percent to 8.84 percent. 

My final recommended cost of common equity figure is 8.50 percent which 

falls above the mid-point of 7.18 in the range of estimates shown above 

(Schedule WAR-I, Page 3) and 390 basis points higher than the current 

4.60 percent yield on a safer Baa/BBB-rated utility bond. My final estimate 

also falls within the range of projected returns on book common equity that 

Value Line is projecting for both the water and natural gas utility industries 

(Attachment A & B). 

As I will discuss in more detail in the next section of my testimony, my final 

estimate also takes into consideration current interest rates (as the cost of 

equity moves in the same direction as interest rates) and the current state 
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of the national economy. My final estimate also takes into consideration 

the U.S. Federal Reserve’s decisions not to raise interest rates as long as 

the level of unemployment remains above 6.50 percent and on inflation, 

holding to within a half percentage point of the Fed’s 2.00 percent target.I2 

I also took into consideration information on Arizona’s economy and 

current rate of unemployment in making my final cost of equity estimate. 

a. 

4. 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The 11.44 percent cost of equity capital reflected in the Company’s 

Application is 294 basis points higher than the 8.50 percent cost of equity 

capital that I am recommending. 

Current Economic Environment 

Q. 

4. 

Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

regulated uti I i ty . 

Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

U.S. Federal Reserve press release dated January 30,2013: 12 

htt~://www.federalreserve.~ov/newsevents/press/monetarv/20130130a. htm 
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that must be weighed when estimating the cost of equity capital for a 

regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

Q. 

4. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between 1990 and the present in order to provide a background 

on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 

and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 

times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual change in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 
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federal funds ratel3 in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation's major money center banks followed 

the Federal Reserve's lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

by banks to their best customers) had dropped to 6.00 percent from a 

1990 level of 10.01 percent. In addition, the Federal Reserve's discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing.'' That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by the 
Federal Reserve Board, respectively. 

13 
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3. 

4. 

Q. 

A. 

Did the Federal Reserve achieve its goals during this period? 

Yes. The Fed’s strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust economic 

growth highlighted by low rates of unemployment and inflation. Investors, 

who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 

types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as “irrational exuberance,” 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 
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2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 

rate thirteen more times to a level of 4.50 percent during a period in which 

the economic picture turned considerably brighter as both Inflation and 

unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew bri~k1y.l~ 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President‘s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Bernanke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

Henderson, Nell, “Bullish on Bernanke” The Washinqton Post, January 30, 2007. 14 
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seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

Q. 

4. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

worsening situation in the housing market and higher oil prices. The 

overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the ninth straight time and left its target rate 

unchanged at 5.25 per~ent . ’~  At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 15 

B, 2007 
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recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages, and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit markets.16 By Friday, August 17, 2007, after a 

turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took steps to encourage 

banks to borrow from the Fed’s discount window in order to provide 

liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, l7 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

Q. 

A. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 

Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 

16 

17 

Street Journal, August 9, 2007 
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what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

reduction that occurred one week prior to the FOMC’s meeting on January 

29, 2008. 

Q. 

A. 

What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic slowdown).’8 As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief” The Wall Street Journal, 18 

March 19,2008 
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firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administration’s actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

been described as the worst financial crisis since the 1930 ’~ ‘~ .  Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. Has the Fed taken any further action to stimulate the economy 

besides cutting rates? 

Yes. At the close of the FOMC’s September 2011 meeting the Fed 

announced its decision to implement a plan that resembled a 1961 

Federal Reserve program known as “Operation Twist”.20 Under this plan, 

the Fed would sell $400 billion in Treasury securities that mature within 

’’ 
Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008 

Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms 

Hilsenrath, Jon and Luca Di Leo “Fed Launches New Stimulus” The Wall Street Journal, 20 

September 22,201 1 
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three years. The proceeds from these sales would then be reinvested into 

securities that mature in six to 30 years. This action would significantly 

alter the balance of the Fed’s holdings toward long-term securities. In 

addition to selling off its shorter term Treasury holdings, the proceeds from 

the Fed’s maturing mortgage-backed securities would be reinvested in 

other mortgage backed securities. Since 2010, the Fed had been 

reinvesting that money into Treasury bonds, shrinking its mortgage 

portfolio. The overall goal of the Fed’s plan was to reduce long-term 

interest rates in the hope of boosting investment and spending and 

provide a shot in the arm to the beleaguered housing sector of the 

economy. On December 12, 2012, the Federal Open Market Committee 

voted to order a fourth round of quantitative easing, referred to as QE4, 

which authorized the purchase of up to $40 billion worth of agency 

mortgage-backed securities per month, and $45 billion worth of longer- 

term Treasury securities. The goal in buying the $85 billion in securities 

per month is to drive up the cost of available instruments in the market (by 

reducing the existing supply) which has the effect of decreasing their 

effective yields. 

... 
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tl. 

4. 

What is the investment community’s current view of the Fed’s low 

interest rate policy? 

A recent opinion piece by Mitch Zacks of Zacks Investment Management, 

published on June 16, 2013, provides some interesting insight into this 

question: 

“Right now the market is intensely focused on trying to determine 
when the Federal Reserve’s quantitative easing program will 
end. Market participants realize that the Federal Reserve has 
stated they will continue with their program until unemployment 
falls to an acceptable level, which would hopefully coincide with 
a pick-up in the economy. 

To recap, the Federal Reserve cut the Fed funds rate to zero in 
order to stimulate the economy in the wake of the financial crisis 
of ‘08. The economy recovered, but did so at a relatively 
lackluster pace, so the chance of a double dip recession in the 
wake of European unrest was real. As a result, the Federal 
Reserve wanted to continue to take stimulus actions. However, 
they were unable to reduce interest rates any further - they 
could not cut rates below zero. 

In order to continue to stimulate the economy, the Federal 
Reserve decided to start actively buying treasury bonds and 
mortgage backed securities to keep long-term rates relatively 
low. The Fed was trying to stimulate the economy by causing 
riskier assets to appreciate, making individuals wealthier, and 
therefore causing them to spend more money. Additionally, by 
buying mortgage backed securities and causing longer-term 
rates to fall, the assets that banks hold on their balance sheets 
would increase in value. This would effectively help increase the 
capitalization of banks, and hopefully increase bank lending. 

Fast forward a few years and we see that the Fed’s plan has 
resulted in asset prices going up and longer-term interest rates, 
such as mortgage rates, being held down. The stimulus activity 
effectively put a tax on individuals who held cash reserves. 
Interestingly enough, the stimulus appears to be working. It has 
caused consumer spending to increase and an upward 
movement in home prices. The concern the market now has is 
whether the economy will be strong enough in the absence of 
the quantitative easing to continue to grow.” 
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2. 

4. 

3. 

4. 

... 

What is the current rate of inflation in the US.? 

As can be seen on Schedule WAR-8, the current rate of inflation, as 

measured by the consumer price index, is at 1 . I  0 percent according to 

information provided by the U.S. Department of Labor’s Bureau of Labor 

Stat istics.21 

Does the Fed have any immediate plans to raise interest rates in 

anticipation of higher inflation? 

No. At the FOMC meeting held on June 18 and 19, 2013, the Fed made 

no changes to the Fed Funds rate. An article published in the Wall Street 

Journal on June 19, 2013 reported that Chairman Bernanke stated at the 

end of the meeting that the Fed could start winding down its $85 billion-a- 

month QE4 bond-buying program later this year and end it altogether by 

mid-2014 if growth picks up as the Fed projects, unemployment comes 

down, and inflation moves closer to the central bank’s 2.00 percent target. 

Chairman Bernanke went on to say that if those expectations bear out, the 

Fed could stop buying bonds altogether by the middle of next year, when 

officials project unemployment to be around 7.00 percent. 

” http://www.bls.qov/news.release/cDi.nrO.htm 
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Q. 

A. 

Has the Fed’s quantitative easing actions resulted in lower yields on 

long-term Treasury instruments? 

Yes. Despite a recent rise in the yields of longer-term instruments 

(Attachment C), mainly due to uncertainty over when the Fed will reverse 

its policy of quantitative easing, the yields on various treasury and utility 

instruments are currently at historic lows. 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and, as just noted, U.S. Treasury instruments, are for the most part, 

still at historically low levels. As can be seen on the first page of 

Attachment C, the previously mentioned federal discount rate (the rate 

charged to the Fed’s member banks), has remained steady at 0.75 

percent since June of 2012.22 

As of June 14, 2013, leading interest rates that include the 3-monthI 6- 

month and I-year treasury yields have decreased 3 to 6 basis points from 

their June 2012 levels. Longer term yields including the 5-year, IO-year 

and 30-year have increased somewhat from levels that existed a year 

ago, but still remain at historically low levels. The same is true for the 30- 

year Zero rate. The prime rate has remained constant at 3.25 percent 

*‘ Hilsenrath, Jon and Victoria McGrane, “Federal Reserve Eyes End of Bond Buying, Spooking 
Markets” The Wall Street Journal, June 19, 201 3 
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over the past year, as has the benchmark federal funds rate discussed 

above. A previous trend, described by former Chairman Greenspan as a 

“con~ndrum”~~,  in which long-term rates fell as short-term rates increased, 

thus creating a somewhat inverted yield curve that existed as late as June 

2007, is completely reversed and a more traditional yield curve (one 

where yields increase as maturity dates lengthen) presently exists. 

Q. 

4. 

Q. 

4. 

What are the current yields on utility bonds? 

Referring again to Attachment C, as of June 14, 2013, 25130-year A-rated 

utility bonds were yielding 4.19 percent and 25/30-year Baa/BBB-rated 

utility bonds were yielding 4.60 percent. As with the intermediate and 

long-term Treasuries noted above, the yields on both utility bonds have 

increased somewhat over the last several weeks but still remain at historic 

lows. 

What is the current outlook for the economy? 

The current outlook on the economy is for an improving picture in the 

second half of 2013. Value line’s analysts offered this perspective on the 

economy in the June 14, 2013 edition of Value Line’s Selection and 

0 pin ion publication : 

’3 Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,’’ MSNBC, June 8, 2005 
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“The economy is limping to the first half finish line. To wit, 
after a modest recovery in the first quarter, with the U.S. gross 
domestic product rising by 2.4%, growth appears to be slipping 
again, with personal income, consumer spending, 
manufacturing, and the international trade figures denoting 
enough overall sluggishness to produce growth of no more than 
1 %-2% in the fast-ending period” 

Value Line’s analysts went on to say: 

”However, we expect a selective pickup in business activity 
after midyear. In part, this presumptive improvement probably 
will reflect the lesser impact of the sequestrations (or 
government spending cuts), as well as gains in non- 
manufacturing and home prices. Such a combination is likely to 
lead to more liberalized spending by consumers. In that more 
constructive setting, growth could edge back above 2% over the 
closing six months of this year.” 

Value Line’s analysts further stated: 

”Meanwhile, the focus is on the Federal Reserve, as it may 
well be until the start of earnings reporting season, which is still 
about a month away. The worry is that the Fed might soon start 
slowing down the pace of bond buying, on the belief that the 
economy is now better able to stand on its own. We think such 
concerns are premature, and sense that it may be a while before 
the central bank opts to materially ease off on the stimulus 
ped a I. ” 

Q. 

4. 

What is the current outlook for water utilities sucIi 

Applicants? 

as the 

In the April 19, 2013 quarterly update (Attachment A) on the Water Utility 

Industry, Value Line analyst James A. Flood had this to say: 

“Despite some of the reservations that we have noted about the 
industry, overall, it is currently in decent shape. Though issuance 
of new shares dilutes earnings, we are glad to see companies 
selling new equity when the market is near its all-time high. This 
was the case recently with Connecticut Water, California Water 
Service Group, and SJW. And while the industry’s prospects are 
not bad for 2013 and 2014, it is the pull to 2016-2018 that has us 
concerned. Also, despite the recent underperformance if certain 
water utility shares, almost all have advanced so far that they 
have below-average long-term total return potential.” 
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Q. 

A. 

Q. 

A. 

How has Arizona faired in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit hardest during the Great Recession and 

has lagged during the current re~overy.’~ During the period between 2006 

and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac, 

Arizona was ranked third in the nation behind California and Nevada in 

terms of home foreclosures with the largest number of foreclosures 

occurring in Maricopa, Pinal and Pima Counties. As of this writing 

RealtyTrac is ranking Arizona as having the ninth highest foreclosure rate 

in the country. 25 

What is the current unemployment situation in Arizona during this 

period of economic recovery? 

According to information published on June 20, 2013, and displayed on 

the website of the Arizona Department of Administration’s Office of 

Employment and Population Statistics,26 the seasonally adjusted 

unemployment rate for Arizona dropped from 8.40% in May 2012, to 

7.80% in May 2013. At the time that this information was compiled, 

24 Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 201 1. 

25 

Rise in Bank Repossessions, June 1 1,201 3. 
RealtyTrac Staff: U.S. Foreclosure Activity Increases 2 Percent in May Boosted by 11 Percent 

Arizona Department of Administration’s Office of Employment and Population Statistics 26 

http://www.workforce.az.gov/ . 

53 

http://www.workforce.az.gov


1 

2 

3 

4 

5 

6 

7 

8 

9 
10 
11 
12 
13 
14 
15 
16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Iirect Testimony of William A. Rigsby 
;lobal Utilities 
locket No. W-01212A-12-0309 et al 

Arizona’s rate of unemployment was slightly higher than the current 

seasonally adjusted U.S. unemployment rate27 of 7.6 percent. 

According to the June 20, 2013 Arizona Department of Administration’s 

Office of Employment and Population Statistics report, the May 2013 rates 

of unemployment for the counties that are served by Global Utilities were 

as follows: 

Selected County Unemployment Rates - May 2013 

Maricopa 6.10% 

Mohave 8.90% 

Pinal 7.70% 

a. 

4. 

After weighing the economic information that you’ve just discussed, 

do you believe that the 8.50 percent cost of equity capital that you 

have estimated is reasonable for the Company? 

I believe that my recommended 8.50 percent cost of equity capital, which 

is 390 basis points higher than the current 4.60 percent yield on a 

Baa/BBB-rated utility bond and the 172 basis points higher than the 

Applicants highest weighted average cost of debt, will provide the 

Company with a reasonable rate of return on invested capital when data 

on interest rates (that are low by historical standards), the current state of 

the economy, current rates of unemployment (both nationally, in Arizona, 

and in the counties served by the Applicants), and the Fed’s decision to 

U.S. Department of Labor, Bureau of Labor Statistics http://www.bls.qov/cps/ 27 
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keep interest rates at their current levels until unemployment reaches 6.50 

percent28 are all taken into consideration. As I noted earlier, the Hope 

decision determined that a utility is entitled to earn a rate of return that is 

commensurate with the returns it would make on other investments with 

comparable risk. 

2OST OF DEBT 

3. 

4. 

2. 

4. 

Have you reviewed the Applicants’ te timony 

proposed costs of short and long-term debt? 

Yes. 

n the C mpany- 

What costs of short and long-term debt are you recommending for 

AWC? 

I am recommending that the Commission adopt the Company-proposed 

costs of short and long-term debt as follows: 

Short-term Lonq-term 

Palo Verde 

Santa Cruz 

Valencia - Town 

WUGT 

Valencia - Greater Buckeye 

Willow Valley 

WUNS 

0.00% 6.36% 

0.00% 6.58% 

5.95% 5.69% 

6.22% 6.33% 

6.78% 6.24% 

5.17% 4.68% 

0.00% 0.00% 

’* Federal Reserve Press Release issued on June 19, 2013. 
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>APITAL STRUCTURE 

3. 

4. 

3. 

4. 

Q. 

4. 

Have you reviewed the Company’s testimony regarding the 

Applicants’ proposed capital structures? 

Yes. 

Please describe the Applicants’ proposed capital Structures. 

The Applicants’ are proposing the following: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

Short-term 

0.00% 

0.00% 

5.95% 

6.22% 

5.17% 

6.78% 

0.00% 

Long-term 

6.36% 

6.58% 

5.69% 

6.33% 

4.68% 

6.24% 

0.00% 

Are the Applicants’ capital structures in line with industry averages? 

No. Five of the seven Applicants - W C T ,  WUGT, Willow Valley, 

W C G B  and WUNS - have capital structures that are heavier in equity 

than the capital structures of the water utilities in my sample and would be 

perceived by investors as having lower financial risk. As can be seen in 

Schedule WAR-9, the capital structures for my sample of water utilities 

averaged 54.00 percent for debt and 46.00 percent for equity (45.80 
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percent common equity + 0.2 percent preferred equity). Only Palo Verde 

and Santa Cruz had capital structures that were similar to the average 

capital structure of my sample water utilities. On the other hand, both 

Palo Verde and Santa Cruz have somewhat lower amounts of equity than 

do the capital structures of the LDCs in my sample. The capital structures 

for the LDC utilities averaged 44.80 percent for debt and 50.5 percent for 

equity (55.00 percent common equity + 0.1 percent preferred equity). 

2. 

4. 

Q. 

4. 

What capital structures are you recommending for the Applicants? 

I am recommending that the Commission adopt the Company-proposed 

capital structures described above. In the case of WUGT and WUNS, 

which have negative rate bases, I am recommending that the Company- 

proposed capital structures be adopted only for the purpose of calculating 

an operating margin. 

Have you made a downward adjustment to your recommended cost 

of equity that takes into consideration the fact that five of the seven 

Applicants have capital structures that are heavier in equity than the 

average capital structure of your sample water and natural gas 

com pan ies? 

No. I have not made a specific downward adjustment. However I believe 

that my recommended 8.50 percent cost of common equity, which falls 

within the range of estimates produced by my water and natural gas 
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sample DCF models is adequate to cover any perceived financial or 

business risks faced by the Applicants. 

WEIGHTED AVERAGE COST OF CAPITAL 

a. 

I. 

How do the Applicants’ proposed weighted average costs of capital 

compare with RUCO’s recommendations? 

The Applicants’ and RUCO’s recommended WACC’s are as follows: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

WACC 

7.39% 

7.46% 

7.91 % 

8.19% 

8.03% 

8.39% 

8.50% 

As I explained earlier in my testimony, I am recommending that the 

WACC’s calculated for WUGT and WUNS be adopted as operating 

margins given the fact that both systems have negative rate bases. 
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ZOMMENTS ON GLOBAL UTILITIES’ COST OF EQUITY CAPITAL 

rESTlMONY 

3. 

4. 

a. 

4. 

... 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The Company’s cost of capital witness, Matthew J. Rowell, is 

recommending a cost of common equity of 11.44 percent. His 11.44 

percent cost of equity capital is 294 basis points higher than the 8.50 

percent cost of equity capital that I am recommending. 

What methods did Mr. Rowell use to arrive at his proposed cost of 

common equity for the Applicants? 

Mr. Rowel utilized two versions of the DCF, three versions of the CAPM 

and a comparable earnings methodology which I have not employed. Mr. 

Rowell relies on the same single stage DCF model that I have used and a 

multi-stage version of the DCF model. His CAPM analysis relies on three 

different sets of risk free asset inputs and his comparable earnings 

analysis is based on the returns on book common equity of his sample 

uti I ities. 
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Q. 

A. 

Q. 

A. 

What is the main reason for the difference between your 

recommended cost of equity and the Company-proposed cost of 

equity? 

The main reason for the 294 basis point difference between my cost of 

equity recommendation and the Company-proposed cost of equity is Mr. 

Rowell’s heavy reliance on the results of his comparable earnings 

analysis. Mr. Rowell gives a 2/3rds weighting to his comparable earnings 

results of 10.47 percent and a 1/3rd weighting to the 9.77 percent average 

of the results obtained from his DCF and CAPM models to arrive at a 

10.24 percent weighted average. He then adds a 120 basis point Arizona 

risk premium to his 10.24 percent average to arrive at his proposed 11.44 

percent cost of equity. 

Do you agree with Mr. Rowell’s heavy reliance on his comparable 

earnings analysis? 

No. Quite simply, returns on book common equity are not a company’s 

cost of capital. The return on book common equity is the annual net 

income of a company (which appears on its income statement) divided by 

the shareholder equity recorded on the accounting books of the company 

(which appears on its balance sheet). The cost of equity capital on the 

other hand, is the return investors expect to earn in the marketplace for a 

particular risk-class of assets. If the market value of a company’s stock is 

more than its book value (as are all of the company’s included in my 
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sample based on their market to book ratios displayed as “M + B” in 

Schedule WARd), the market return will be lower because the net income 

is being divided by a larger number (Le. the market price of the company’s 

stock) than the lower shareholder equity figure that appears on the books 

of the company. The return that investors expect to receive in the 

marketplace is the company’s cost of equity because that is the return that 

the company has to offer in order to attract equity capital. By definition a 

company’s cost of equity capital has to be lower than its return on book 

common equity or it would not be profitable. Given this rationale, Mr. 

Rowell’s comparable earnings estimate carries far less weight than he 

assigns to it in my opinion. 

Q. 

A. 

Are there other problems with Mr. Rowell’s reliance on comparable 

earnings? 

Yes. It represents circular logic from the standpoint that the authorized 

rates of return awarded by regulatory agencies, such as the ACC, to the 

utilities in his sample were most likely based on the same financial 

models, such as the DCF and the CAPM, which he seems to hold in low 

regard. I would have to say that Mr. Rowell, like a number of other utility 

consultants these days, is in a state of denial. By that I mean that they 

simply refuse to face the fact that the results from models such as the 

DCF and the CAPM are reflective of the current economic environment of 

low interest rates which I described earlier in my testimony. 

61 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of William A. Rigsby 
Global Utilities 
Docket No. W-01212A-12-0309 et a1 

DCF Comparison 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Briefly compare the results of Mr. Rowell’s DCF analysis with the 

results your DCF analysis. 

Mr. Rowell’s single stage DCF model produced an average return of 9.06 

percent for the natural gas and water companies in his sample compared 

to my average of 8.38 percent. 

Please compare the dividend yield results that you obtained from 

your DCF analysis and the results that Mr. Rowell obtained from his 

DCF analysis using the constant growth model? 

Mr. Rowell relied on an average dividend yield of 3.81 percent obtained by 

dividing the expected dividends of his sample companies by the average 

spot price of his sample companies’ stock on June 21, 2012 as opposed 

to the eight week average stock price which I relied on. His 3.81 percent 

average dividend yield is 54 basis points higher than my average dividend 

yield of 3.27 percent. 

What was the difference between Mr. Rowell’s spot price average 

stock price and your eight week average stock price? 

Mr. Rowell’s average stock price was $29.81 as opposed to my average 

share price of $38.50 - a difference of $8.69. Clearly both the water 

stocks and the natural gas companies in our samples have increased in 

value during the year since Mr. Rowell conducted his analysis. The more 

62 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of William A. Rigsby 
Slobal Utilities 
Docket No. W-01212A-12-0309 et al 

recent higher prices that I relied on would produce lower dividend yields in 

the DCF model thus resulting in a lower expected return. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Does your comparison of the difference in average adjusted stock 

prices reveal anything else? 

Yes. I believe that it demonstrates that both water and natural gas stocks 

are in demand by investors. Their dividend yields, which are attractive 

when compared to the lower yields on Treasury instruments, and the 

perceived safety of the investment, would also explain the increase in 

price. This being the case, as I have stated in prior proceedings, water 

companies such as the Global Utilities do not need higher rates of return 

to attract investors at this point in time. 

How does Mr. Rowell’s DCF growth estimate (9) compare with your 

growth estimates for water utilities? 

Mr. Rowell’s analysis produced an average growth estimate of 5.25 

percent as opposed to my average growth estimate of 5.11 percent for 

both the water companies and LDCs that were included in our samples. 

Can you explain the differences in your methods for obtaining your 

respective growth estimates? 

Yes. Mr. Rowell’s higher 5.52 percent growth rate was obtained by 

averaging only the 5-year earnings per share projections of analysts from 
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Value Line, Reuters, Zacks, CNN Money and Yahoo Finance. As I 

explained earlier in my direct testimony, I obtained my growth estimates 

by evaluating a larger number of metrics which included Value Line growth 

projections for both internal and external growth (based on retained 

earnings, returns on book common equity projections and shares 

outstanding for 2013 through 2018), and on future growth in earnings, 

dividends and book value per share (Schedule WAR 5 pages 1 through 5 

and Attachments A and B) and then comparing them to current Zacks 

earnings per share estimates and Value Line estimates of earnings per 

share, dividends per share and book value per share for the companies 

included in my water and gas samples (Schedule WAR-6). 

CAPM Comparison 

Q. 

A. 

Q. 

A. 

What were the results of Mr. Rowell’s CAPM analysis and your CAPM 

analysis? 

Mr. Rowell’s analysis produced an average expected return of 10.51 

percent as opposed to my expected returns that range from 5.52 percent 

to 6.84 percent. 

Compare the way that Mr. Rowell and you arrived at your expected 

rates of return using the CAPM. 

For the risk free asset Mr. Rowell relied on much higher historic returns on 

long-term and medium-term U.S. Government bonds and bills, ranging 
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from 5.10 percent to 10.20 percent, as opposed to relying on the lower 

current yields of the same types of instruments. 

Q. 

A. 

Q. 

A. 

... 

What are your concerns with Mr. Rowell’s use of historic returns on 

medium and long-term U S .  Treasury instruments for a risk-free rate 

of return? 

Mr. Rowell’s reliance on historic returns result in much higher returns than 

the actual current yields of similar U.S. government instruments. I believe 

that the best indicators of future returns are the most recent yields on U.S. 

treasury instruments. Furthermore, Mr. Rowell’s method totally ignores 

the fact that the Federal Reserve intends to keep interest rates at their 

current low levels until unemployment falls to 6.50 percent which most 

likely will not occur until the end of 2014. 

How dos Mr. Rowell’s average beta used in his CAPM model 

compare with the average beta that you used in yours? 

Despite the different companies included in our samples, Mr. Rowell’s 

average beta of 0.688 falls between my average betas of 0.70 and 0.67 

for my water company sample and LDC sample, respectively. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How does Mr. Rowell’s average market risk premium compare to 

your range of market risk premiums? 

Mr. Rowell’s average market risk premium of 3.80 percent fell within my 

range of 3.70 percent and 5.40 percent. 

Do you believe that the Applicants require a 120 basis point 

adjustment because they are regulated in Arizona? 

No. Contrary to Mr. Rowell’s position on returns granted in Arizona, I do 

not believe that such an adjustment is needed. In fact I would say that, if 

anything, the return on equity granted to the Global Utilities in the prior 

rate case proceeding was forward looking when you consider the range of 

estimates that my analysis has produced in this case. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of Mr. Rowell or any other witness for the 

Applicants constitute your acceptance of their positions on such 

issues, matters or findings? 

No, it does not. 

Does this conclude your testimony on the cost of capital issues in 

this case? 

Yes, it does. 

66 



EDUCATION: 

EXPERIENCE: 

Appendix 1 

Qualifications of William A. Riqsbv, CRRA 

University of Phoenix 
Master of Business Administration, Emphasis in Accounting, 1993 

Arizona State University 
College of Business 
Bachelor of Science, Finance, 1990 

Mesa Community College 
Associate of Applied Science, Banking and Finance, 1986 

Society of Utility and Regulatory Financial Analysts 
38th Annual Financial Forum and CRRA Examination 
Georgetown University Conference Center, Washington D.C 
Awarded the Certified Rate of Return Analyst designation 
after successfully completing SURFAs CRRA examination. 

Michigan State University 
Institute of Public Utilities 
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &I999 

Florida State University 
Center for Professional Development & Public Service 
N.A.R.U.C. Annual Western Utility Rate School, 1996 

Chief of Accounting and Rates 
Residential Utility Consumer Office 
October 201 1 - Present 

Public Utilities Analyst V 
Residential Utility Consumer Office 
April 2001 - Present 

Senior Rate Analyst 
Accounting & Rates - Financial Analysis Unit 
Arizona Corporation Commission, Utilities Division 
July 1999 - April 2001 

Senior Rate Analyst 
Residential Utility Consumer Office 
December 1997 - July 1999 

Utilities Auditor I I  and Ill 
Accounting & Rates - Revenue Requirements Analysis Unit 
Arizona Corporation Commission, Utilities Division 
October 1994 - November 1997 

Tax Examiner Technician I / Revenue Auditor II 
Arizona Department of Revenue 
Transaction Privilege / Corporate Income Tax Audit Units 
July 1991 - October 1994 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utility Company 

ICR Water Users Association 

Rincon Water Company 

Ash Fork Development 
Association, Inc. 

Parker Lakeview Estates 
Homeowners Association, Inc. 

Mirabell Water Company, Inc. 

Bonita Creek Land and 
Homeowner's Association 

Pineview Land & 
Water Company 

Pineview Land & 
Water Company 

Montezuma Estates 
Property Owners Association 

Houghland Water Company 

Sunrise Vistas Utilities 
Company -Water Division 

Sunrise Vistas Utilities 
Company - Sewer Division 

Holiday Enterprises, Inc. 
dba Holiday Water Company 

Gardener Water Company 

Cienega Water Company 

Rincon Water Company 

Vail Water Company 

Bermuda Water Company, Inc. 

Bella Vista Water Company 

Pima Utility Company 

Docket No. 

U-2824-94-389 

U-I 723-95-122 

E-I 004-95-1 24 

U-I 853-95-328 

U-2368-95-449 

u-2195-95-494 

U-I 676-96-1 61 

U-I  676-96-352 

U-2064-96-465 

U-2338-96-603 et al 

U-2625-97-074 

U-2625-97-075 

U-I  896-97-302 

U-2373-97-499 

W-2034-97-473 

W-I 723-97-414 

W-O1651A-97-0539 et al 

W-01812A-98-0390 

W-02465A-98-0458 

SW-02199A-98-0578 

Type of Proceeding 

Original CC&N 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

FinancingIAuth. 
To Issue Stock 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utility Company 

Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
dba Dateland Utilities 

GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc 

American States Water Company 

Arizona-American Water Company 

Arizona Electric Power Cooperative 

360networks (USA) Inc. 

Beardsley Water Company, Inc. 

Mirabell Water Company 

Rio Verde Utilities, Inc. 

Arizona Water Company 

Loma Linda Estates, Inc. 

Arizona Water Company 

Mountain Pass Utility Company 

Picacho Sewer Company 

Picacho Water Company 

Ridgeview Utility Company 

Green Valley Water Company 

Bella Vista Water Company 

Arizona Water Company 

Docket No. 

W-01676A-99-0261 

W-02191A-99-0415 

W-01493A-99-0398 

W-02483A-99-0558 

W-03537A-99-0530 

T-01954B-99-0511 

T-01846B-99-0511 

W-02113A-00-0233 

W-02113A-00-0233 

W-01303A-00-0327 

E-01 773A-00-0227 

T-03777A-00-0575 

W-02074A-00-0482 

W-02368A-00-046 1 

WS-02156A-00-0321 et al 

W-01445A-00-0749 

W-02211A-00-0975 

W-01445A-00-0962 

SW-03841A-01-0166 

SW-03709A-01-0165 

W-03528A-01-0169 

W-03861A-01-0167 

W-02025A-01-0559 

W-02465A-01-0776 

W-01445A-02-0619 

Type of Proceeding 

WlFA Financing 

Financing 

WlFA Financing 

WlFA Financing 

Financing 

Sale of Assets 

Sale of Assets 

Reorganization 

Reorganization 

Financing 

Financing 

Financing 

WlFA Financing 

WlFA Financing 

Rate Increase/ 
Financing 

Financing 

Rate Increase 

Rate Increase 

Financing 

Financing 

Financing 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

3 



Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utility Company 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 

Arizona Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Arizona-American Water Company 

Black Mountain Sewer Corporation 

Far West Water & Sewer Company 

Gold Canyon Sewer Company 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

UNS Gas, Inc. 

Arizona-American Water Company 

UNS Electric, Inc. 

Arizona-American Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Chaparral City Water Company 

Arizona Public Service Company 

Johnson Utilities, LLC 

Arizona-American Water Company 

Docket No. 

W-O1303A-02-0867 et al. 

E-01 345A-03-0437 

WS-02676A-03-0434 

T-01051 B-03-0454 

W-02113A-04-0616 

W-01445A-04-0650 

E-01 933A-04-0408 

G-01551A-04-0876 

W-01303A-05-0405 

SW-02361 A-05-0657 

WS-03478A-05-0801 

SW-02519A-06-0015 

E-01 345A-05-0816 

W-01303A-05-0718 

W-01303A-05-0405 

W-01303A-06-0014 

G-04204A-06-0463 

WS-01303A-06-0491 

E-04204A-06-0783 

W-01303A-07-0209 

E-01 933A-07-0402 

G-01551A-07-0504 

W-02113A-07-0551 

E-01 345A-08-0172 

WS-02987A-08-0180 

W-01303A-08-0227 et al. 

Type of Proceeding 

Rate Increase 

Rate Increase 

Rate Increase 

Renewed Price Cap 

Rate Increase 

Rate Increase 

Rate Review 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.1 

Utility Company 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

CenturyLink, Inc. 

Southwest Gas Corporation 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

Goodman Water Company 

Arizona Water Company 

Bermuda Water Company, Inc. 

UNS Gas, Inc. 

Arizona Public Service Company 

Arizona Water Company 

Pima Utility Company 

Tucson Electric Power Company 

Rio Rico Utilities. Inc. 

Docket No. 

G-04204A-08-057 1 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02361 A-08-0609 

SW-02445A-09-0077 et al. 

SW-O1428A-09-0104 et al. 

E-04204A-09-0206 

WS-02676A-09-0257 

W-01303A-09-0343 

W-02465A-09-041 I et al. 

W-02113A-10-0309 

T-04190A-10-0194 et ai. 

T-04190A-10-0194 et al. 

G-01551A-10-0458 

W-01303A-10-0448 

W-0 1303A-11-0 10 1 

W-01303A-09-0343 

W-02500A-10-0382 

W-O1445A-10-0517 

W-O1812A-10-0521 

G-04204A-11-0158 

E-01 345A-11-0224 

W-01445A-11-0310 

W-02199A-11-0329 et al. 

E-01 933A-12-0291 

WS-02676A-12-0196 

Type of Proceeding 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate 

Rate 

Rate 

Rate 

ncrease 

ncrease 

ncrease 

ncrease 

Rate Increase 

Rate Increase 

Reorganization 

Merger 

Merger 

Rate Increase 

Rate Increase 

Reorganization 

Deconsolidation 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.1 

Utility Company Docket No. Type of Proceeding 

Far West Water & Sewer, Inc. WS-03478A-12-0307 Rate Increase 

Arizona Water Company W-01445A-12-0348 Rate Increase 

UNS Electric, Inc. E-04204A-12-0504 Rate Increase 
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ATTACHMENT A 



April 19, 2013 WATE R UTI Ll TY I N D U STRY 1772 
Equities in the Water Utility Industry may have 

finally peaked. Over the past nine months or so, 
investors have been pouring funds into this small 
industry and driving up prices. In our last report 
in January, the industry soared to a rank of 4 out 
of the 98 different stock groups in the The Value 
Line Investment Survey. This outperformance was 
highly unusual, considering it was accomplished 
in a rising market. Utilities are historically a 
defensive play that draw the interest of conserva- 
tive, income-oriented investors, as well as contrar- 
ians who believe that the market is nearing a 
peak. The industry rank has since slipped to a still 
respectable 29. However, we wouldn't be surprised 
to see a further decline in the months ahead as the 
spread between yields on water utilities and the 
average stock have tightened, making them less 
attractive. 

On the operational front, most water utilities 
are coming off a decent 2012. Moreover, we think 
that 2013 and 2014 won't be too bad, either. That 
said, we still have many concerns about the indus- 
try going forward. Much of the water infrastruc- 
ture in the U.S. is aging and will require massive 
amounts of funds for repairs and modernization. 
N o  utility will be able to generate sufficient cash 
internally to cover these outlays. Hence, new issu- 
ances of debt and equity will be required to fi- 
nance the difference. Moreover, plenty of rate 
cases will have to be filed to recover these invest- 
ments, leaving utilities at the mercy of state regu- 
lators, whose final decisions can be politically 
motivated. On the whole, the regulatory climate 
has improved throughout the country, but that 
doesn't mean it can't change. 

A Small Fragmented Market 

There are only seven companies in our Water Utility 
Industry. That's because most cities have established 
their own entities that provide water to citizens as a 
municipal service. This is  in contrast to electric utilities. 
Due to the capital-intensive nature of the power busi- 
ness, cities and states let investor-owned companies 
provide electricity a t  a price that is ultimately approved 
by them. 

There has been much speculation that many cash 
strapped municipalities may consider privatizing their 
water systems because they do not have the large sums 
of money needed to update and repair their existing 
facilities. Such a trend would probably be a plus for the 
existing investor-owned water utilities a s  they have the 
required expertise needed to operate these systems. The 
two utilities that  dominate the industry in terms of 
market capitalization, American Water Works and Aqua 
America, would be the obvious beneficiaries. Still, we 
don't look for much privatization over the next few years. 

America's Water Systems Are In Terrible Shape 
In their quadrennial report on the status of the 

infrastructure in the U.S., the American Society of Civil 
Engineers (ASCE) found that the watedwastewater sec- 
tor is perhaps the most underfunded part of the infra 
structure system. According to ASCE, water systems are 
about 70% underfunded. Concurring with this opinion is 
the American Water Works Association (AWWA), which 
believes that America will have to spend $1 trillion over 
the next 25 years to get the system up to par. 

INDUSTRY TIMELINESS: 29 (of 98) 

Where Will the Money Come From? 
Whether investor-owned or municipal, no water sys- 

tem has the funds on hand required to meet these 
projected costs. (We should point out that  the higher the 
estimated funding needed, the more work for the engi- 
neers of ASCE.) There are two important factors that  
investors should focus on when examining a water 
utility. One, how much capital spending will be required 
by the company relative to its size, and, two, how will 
that  firm come up with the capital. An increase in shares 
will dilute current earnings, and the higher interest 
costs resulting from the added debt can eat away at 
profits. 
Regulators Will Play a Major Role 

Upgrading their facilities and finding the funds to do 
so, is only the first hutdle tha t  water utilities face. 
Second, and just  a s  important, is  the ability to recover 
their investment. And, to a large extent, this factor is  out 
of their control. Directors on the state utility commis- 
sions are usually appointed by the governor. Since this is 
an  elective office, politicians from both parties are very 
aware that water users (Le., citizens that vote) do not 
like having their water bills raised. So ,  a utility is 
always at risk of spending and operating prudently, and 
then being denied the right to recover costs by a state 
utility commission. Therefore, we advise all investors 
when reading each utility page, to  note the analyst's 
view on the regulatory climate in each state. What's 
more, this risk will always be with regulated utilities 
until politicians can get elected on campaign platforms 
that are pro-utility, a seemingly unlikely scenario. 

Conclusion 
Despite some of the reservations that we have noted 

about the industry, overall, it  js currently in decent 
shape. Though issuance of new shares dilutes earnings, 
we are glad to see companies selling new equity when 
the market is near its all-time high. This was the case 
recently with Connecticut Water, California Water Ser- 
vice Group, and SJW. And while the industry's prospects 
are not bad for 2013 and 2014, it is the pull t o  2016-2018 
that has us  concerned. Also, despite the recent under- 
performance of certain water utility shares, almost all 
have advanced so far that they have below average 
long-term total return potential. 

James A. Flood 
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Cab- QUARTERLY REVENUES ($ mill.) 
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2013 650 800 900 750 

tal- EARNINGS PER SHARE 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 .18 .42 .71 .23 
2011 .23 .42 .73 32 
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2014 .35 .70 1.00 .35 
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CAPITAL STRUCTURE as of 12/31/12 
Total Debt $5576.4 mil. Due in 5Yrs $1034 0 mil. 
LT Debt $5190.5 mil. 
(Total interest coverage: 4 4x1 (54% of Cap'l) 

Leases. UncaDitalized: Annual rentals 528.1 mill. 

LT Interest $301.0 mil 

Pension Ass& $1157 7 mill 

Pfd Stock 518 9 mill 
Oblig. $1621 2 mill 
Pfd Div'd 5 7 mill 

Common Stock 177,409,722 shs 
as of 2/21/13 
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'nvestor-owned water and wastewater utility in the U.S., providing 
services to over 14 million people in over 30 states and Canada Its 
nonregulated business assists municipalities and military bases 
Nith the maintenance and upkeep as well. Regulated operations 
made UD 89 1% of 2012 revenues. New Jersey IS Its biqqest market 

Depreciation rate, 2.6% in '12. BlackRock, Inc, owns 10.: 
common stock outstanding. Off. & dir. own less than 1% (3113 
Proxy). President 8 CEO; Jeffry Sterba. Chairman; George Mack- 
enzie. Address: 1025 Laurel Oak Road, Voorhees. NJ 08043. Tele- 
phone: 856-346-8200. Internet. wwwamwater com 

American Water Works' successful 
cost containment helps it in more 
ways than one. The company has  been 
busy paring expenses over the past few 
years. Indeed, expense ratios have 
declined from 42% in 2011 to 40.7% last 
year, and should fall below 40% by 2015. 
In addition to the benefit to the bottom 
line, leaner operations create goodwill 
with regulators. They also make it harder 
for them to make restrictive rulings on re- 
quests for needed rate hikes Investors 
should note that  a utility's relationship 
with regulators is of the utmost impor- 
tance and cannot be over emphasized. 
Capital expenditures will likely be 
large in the years ahead. In reference to 
the huge sums that  American Water has  
and will continue to spend on upgrading 
and repairing its water system, its chair- 
man recently stated that  "we are in the in- 
frastructure business." We estimate that  
the company will have to spend roughly $1 
billion annually over the next five years. 
The company's balance sheet will 
probably remain overleveraged. Inter- 
nal cash generation will fall far short of 
funding all of American Water's capital 

budget. Currently, we believe the company 
has  too much debt, and that  now is a 
propitious time to issue new equity (even 
if it is somewhat dilutive), because its 
shares are near their all-time highs and 
are  up  150% from 2009's low. American 
Water's management believes that  its 
stock is undervalued, however, so a large 
stock offering seems unlikely. 
American Water's earnings and divi- 
dend growth prospects are good for a 
water utility. With the help of its afore- 
mentioned leaner cost structure, we es- 
timate that  the company's bottom line will 
grow by a healthy 9%-10% annual rate 
through 201 6-2018. Larger contributions 
from the higher-margined. nonregulated 
businesses will be part of the reason for 
the good showing. 
We think American Water's positive 
attributes are reflected in its current 
stock price. These shares have been on a 
tear, outperforming the market averages 
over the past one-, three-, and five-year 
periods, an unusual feat for a regulated 
utility in a rising market Thus, we advise 
investors to avoid this untimely equity 
James A. Flood AmiI 19, 201.3 
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CAPITAL STRUCTURE as of 12131112 
Total Debt $335.8 mill. Due in  5 Yrs $10.6 mill. 
LT Debt 5332.5 mill. LT Interest $8 0 mill 
(LT interest earned 5 2x total interest 
coverage: 4 .9~ )  (42% of Cap'l) 
Leases, Uncapitalized: Annual rentals $3.0 mill. 

Pension Assets-12/12 $107.6 mill. 

Pfd Stock None 
Common Stock 19,263,011 shs. 
as of 2/26/13 
MARKET CAP: $1.1 billion (Mid Cap) 
CURRENT POSITION 2010 2011 12/31/12 

Cash Assets 4.2 1.3 23.5 
200.8 164.3 160 5 Other 

Current Assets 205.0 165.6 184.0 

Oblig. $163.2 mill. 

(WILL.) 

~ - _ _  

w 42.6% 1 37.8% 38.9% 

776.4 ~ 825.3 8664 
6.7% 6.4% 5.9% 
9.3% 8.6% 8.2% 
9.3% 8.6% 82% 
3 9% 3.1% 3.2% 1- 58% 64% 61% 

I 
oldina ers in the citv of Bia Bear Lake and in areas of San Bernardinc ter Co. ooerates as a 5s: Amencan 

company. Through its principal subsidiary. 'Golden State Watei County. Sold Chaparia1 City Water of Arizona (6111) Has 728 ern- 
Company, it supplies water to more than 250,000 customers in 75 ployees. Officers & directors own 2.9% of common stock (4112 
communities in 10 counties. Service areas include the greater Proxy). Chairman: Lloyd Ross. President R CEO Robert J. 
rnetroDolitan areas of Los Anaeles and Orange Counties The corn- Sprowls. Inc. CA. Addr: 630 East Foothill Boulevard, San Dimas, 
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pany also provides electric uclity services tonearly 23,250 custom- CA 91773 Tel- 909-394-3600. Internet www aswater com. 

American States Water's bottom line Public Utilities Commission (CPUC) 
will likelv backtrack a bit in 2013. The within the next 30 to 60 days. GSWC also 

428% 401% 442% 
Past Past Est'd '10-'12 

10Yn. 5Yrs. to'16.'18 
5.5% 7.5% 3.5% 
6.5% 9.0% 4.5% 
6.5% 11.5% 8.0% 
3.0% 4.5% 8.0% 
5.0% 5.5% 6.5% 

company l's coming off a n  impressive 201 2, 
which saw share net increase 26% year 
over year. The strong performance was at- 
tributable t o  its American States Utility 
Services (ASUS) subsidiary that  falls un- 
der its Contracted Services segment. Re- 
placement and maintenance projects a t  
Fort Bragg in North Carolina and Fort 
Bliss in Texas drove the majority of the 
bottom-line gains in this division. We be- 
lieve that  activity on military bases will 
slow down, given sequestration cuts and 
management's conservative tone for new 
military projects. We are  maintaining our 
2013 top- and bottom-line estimates until 
AWR reports its first-quarter results. 
Golden State Water Company's 
(GSWC) water rate case should be 
finalized soon. The proposed settlement 
with the Division of Ratepayer Advocates 
(DRA) would generate $14.5 million in ad- 
ditional gross margin starting in 2013. 
Rates in 2014 and 2015 would be in- 
creased between 2% and 3%, until the next 
rate filing in 2015. A final decision is ex- 
oected to be auuroved bv the California 

filed its electric rate case for rates from 
2013 through 2016. If approved, the rate 
increases are projected to generate roughly 
$1.3 million in additional annual reve- 
nues. 
Capital investments will pick up over 
the next couple of years. The annual 
capex budget is  projected to be $85 million 
over the next three years. These invest- 
ments represent a step up from the rough- 
ly $70 million averaged over the past 
couple of years. 
The balance sheet continues to im- 
prove. The company generated $27 mil- 
lion in free cash flow for 2012 compared to 
negative cash flow recorded over the prior 
couple of years. Improvements in liquidity 
and capitalization ratios should help AWR 
weather the sequester cuts. 
This timely stock should have some 
appeal to momentum and income in- 
vestors. Though we would suggest that 
value hunters wait for a better entry 
point, as these shares have appreciated 
substantially year to date. 
Michael Collins April 19, 201: 
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CAPITAL STRUCTURE as of 12/31/12 
Total Debt $571 1 mill Due in 5 Yrs $65 3 mill 

Company's Financial Strength B t  
Stock's Price Stability 100 
Price Growth Persistence 55 
Earnings Predictability 90 

LT Debt $434.5 mill 
ILT interest earned: 6 . 7 ~ .  total int. cov.: 6 Ox) 

LT Interest $29 5 mill 

(52% of Cap'l) 
Pension Assets-12/12 $202 9 mill 

Oblig. $402 9 mill 
, ," ,.",," 

Common Stock 41,908,218 shs 
as of 2/11/13 

MARKET CAP: $825 million (Small Cap) 
CURRENT POSITION 2010 2011 12/31/12 

($MILL.) 
Cash Assets 42.3 27.2 38.8 

83.9 86 7 107.8 Other 
Current Assets 126.2 113.9 146.6 

Debt Due 26.1 53.7 136.3 
41 7 49.3 59.7 Other 

Current Liab 107 3 151.9 242.8 
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breakdown '12: residential 66%. business. 18%: Dubllc authorities. . . . . . . . . .  
nonregulated water setvice to roughly 471,900 customers in 83 
communities in California, Washington, New Mexico, and Hawaii 
Main setvice areas. San Francisco Bay area, Sacramento Valley, 
Salinas Vailey. San Joaquin Valley & parts of Los Angeles. Ac- 
niiirpd Rin Grande Coro. West Hawaii Utilities 19/08) Revenue 8200. Internet w.calwaterqroup.com 

4%; industrial, 4%; other 8 %  '12 reported deprec'iation rate: 2.8%. 
Has 1,131 employees. President, Chairman, and Chief Executive 
Officer Peter C. Nelson. lnc.: Delaware. Address. 1720 North First 
Street, San Jose, California 35112.4598. Telephone: 408.367- 

California Water Service Group 
recently had a major stock offering. In 
late March, the utility sold five million 
new shares. The underwriters were also 
given a n  option to sell a n  additional three- 
quarters of a million shares over a period 
of 30 days. 
We're lowering our annual share-net 
estimate for the company as a result. 
Assuming all the available stock is placed 
with investors, California Water's out- 
standing equity will increase by nearly 
14%. Deduct another $O.Oti-a-share capital 
adjustment expense that  will be incurred, 
and we estimate that  earnings per share 
will decline 17%, to $0.85. 
A pending regulatory decision will 
have a significant impact on next 
year's bottom line. In mid-2012, the firm 
filed a request with California regulators 
seeking a 19.4% rate increase for 2014. 
Without a meaningful hike, the utility's 
earnings prospects will be severely im- 
paired. We are tentatively forecasting a 
reasonable outcome, which should enable 
California Water's earnings to bounce back 
somewhat, to $1 10 a share 
Additional external financing will be 

required to meet future capital ex- 
penditures. Even with the recent stock 
offering, California Water won't be able to 
fund the outlays required to repair its 
aging infrastructure over the next 3- to 5- 
year period. The company will most likely 
have to turn to the debt markets in the 
near future. This should result in the 
equity-to-total capital ratio (which has  
recently spiked) declining to 50%. 
California Water's near-term dividend 
growth prospects are subpar for a 
water utility. With most of its cash desig- 
nated for upgrading its system, the compa- 
ny doesn't have the funds needed to in- 
crease its dividend by much. Indeed, for 
the second consecutive year, the payout 
was hiked by a paltry l.ti%, compared to 
about 4.5% for the industry. 
All told, we think investors can find 
more attractive selections elsewhere. 
Though this neutrally ranked equity car- 
ries a yield that  is higher than the Value 
Line average, the combination of below- 
average total returns through 2016-2018 
and regulatory risk, makes it hard for us  
to recommend this stock. 
James A .  Flood April 19, 201. 



1.00 1.02 1.03 1.09' 1.13 1.12 
77 .78 .79 .79 ~ .80 .81 

199 1.12 1.42 1.431 186 1.98 

tal- QUARTERLY REVENUES [$ mill.) 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 13.8 15.9 21.0 15.7 
2011 16.0 17.4 20.6 15.4 
2012 18.5 21.3 24.5 19.5 
2013 21.0 23.0 26.0 22.0 
2014 22.0 24.0 30.0 24.0 
tal- EARNINGS PER SHARE" 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 . I 2  2 7  .54 20 
2011 2 6  .37 .39 11 
2012 22 .47 .67 .I6 
2013 2 0  .40 .60 2 0  
2014 .25 .45 .65 2 0  
tal- QUARTERLY DIVIDENDS PAID 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 ,222 ,222 ,228 228 
2010 ,228 ,228 ,233 233 
2011 ,233 233 ,238 .238 
2012 ,238 ,238 ,243 243 
2013 ,243 

EAPITAL STRUCTURE as of 12/31/12 
Total Debt $181 5 mill. Due in  5 Yrs $1.3 mill 
LT Debt $178.5 mill. LT Interest $7.6 mill 
:Total interest coverage: 8 . 8 ~ )  

Leases, Uncapitalized: Annual rentals $.2 mill. 
Pension Assets $45.4 mill. 

(48% of Cap'l) 

Oblig. $66.5 mill. 

Pfd Divd NMF Pfd Stock $0.8 mill 

Common Stock 10,970,695 shs. 

FUII 
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69. 
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92. 

100 
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Year 
1.13 
1.13 
1.53 
1.41 
f ,5 i  
FUII 
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9C 
92 

.94 
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MARKET CAP: $325 million (Small Cap) 
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ent plan available 
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Company's Financial Strength B t  
Stock's Price Stability 90 
Price Growth Persistence 35 
Earnings Predictability 85 
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oBuy 0 0 0 0 0 0 
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591 6 0 4  581 568 705 
189 1 9 1  162 152 190 
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1.49 1.58 1.96 1.96 2.24 
10.46 10.94 11.52 11.60 11.95 
7 97 8.04 8.17 8.27 8.38 
23 5 , 22.9 28.6 29.0 23.0 
1.34 121 1.52 1.57 1.22 
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BUSINESS: Connecticut Water Service 
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L 
IC is a non-operatinq Maine. Acquired The Maine Water Co., 1/12, Biddeford and Saco 

Water, 12/12. Inc: CT. Has about 260 employees. Chair- 
maniPresidentiCE0 Eric W. Thornburg Officers and directors own 
2.2% of the common stock; BlackRock, Inc. 6.7%; The Vanguard 
Group, 5.3%. Address: 93 West Main Street, Clinton, CT 06413. 
Telephone: (860) 669-8636. Web: www ctwater corn 

The company's recent expansion 
diversifies its regulatory risk. Before 
201 2's purchases, Connecticut Water's fate 
was solely in the hands of regulators in 
the Nutmeg state. Unfortunately, for 
CTWS, the s ta te  hasn't always been 
sympathetic to utilities. Despite some 
signs of improvement, however, the estab- 
lished rate of return that  it allowed utili- 
ties to earn on equity was almost a full 
percentage point below that of the national 
average. And, while Maine can't be de- 
scribed as pro-business, based on past de- 
cisions, the s ta te  appears to have a more 
constructive utility policy. 
Investors should hold off making 
commitments to this untimely stock, 
for now. In our January report three 
months ago, we opined that despite some 
of the company's positives, the equity was 
more than fully valued. And even though 
i t  has  underperfomed the market averages 
by more than 10% over that time span, we 
believe that  there are  other utilities in the 
Value Line universe that offer better total 
return potential over the pull to 2016- 
2018. 
James A. Flood April 19, 201, 
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(SMILL.) 
:ash Assets 2.5 3 1 3.0 
l ther  _ _ _ _ ~  20.3 19.8 21 6 
:urrent Assets 22.8 22 9 24.6 
riccts Payable 6.4 5.7 ,::: 

29 36 41.0 
l eb t  Due 

40.7 46.7 55.9 
l t he r  
Zurrent Liab. 
-ix.Chg. Cov. 400% 380% 410% 
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!evenues CashFlow,, :,;$ i.0"; 
zarnings 3.5% 2.5% 4.0% 
l ividends 1.5% 1.5% 7 5% 
300k Value 

Gal- QUARTERLY REVENUES (S mill.) FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 21.6 26.5 29.6 25.0 102.7 
2011 24.0 26.1 28.7 23.3 102.1 
2012 23.5 27.4 323  27.1 110.4 
2013 28.0 28.0 32.0 27.0 115 
2014 30.0 29.0 36J 30.0 lZ5 
Gal- EARNINGS PER SHARE Full 

sndar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2010 .ll .31 .37 .17 .96 
2011 .17 2 3  .32 . I 2  .84 
2012 11 23 3 8  . I7  90 
2013 .'5 28 .35 .I7 .95 
2014 ,17 2' .37 ,18 'J0 
Gal- QUARTERLY DIVIDENDS PAID Full 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 ,178 178 178 ,180 .71 
2010 ,180 ,180 ,180 183 72 
2011 .I83 183 ,183 ,185 73 
2012 ,185 ,185 .I85 1875 .74 
2013 .1875 

4.4 4.6 
_ _ _ _ ~  

4 5 %  4.0% '.'% ~ 

6 0 0  6 8 0  695 6981 711 7391 760 802 826 
854 982 1000/ 10111 1017 10361 1048 1136 1 1 5 8  
134 152 1761 287 246 235 300 264 274 

77 791 100/ 1871 1 2 6  1 2 8 1  171 139 146 

BUSINESS: Middlesex , " I  

and operation of regulated water uti'lity systems in New Jersey, Ddl- 
aware, and Pennsylvania. It also operates water and wastewater 
systems under contract on behalf of municipal and private clients in 
NJ and DE. Its Middlesex System provides water sewices to 60,000 
retail customers, primarily in Middlesex County, New Jersey. in 

The profit outlook now looks a little 
less ebullient for Middlesex Water. w e  
have trimmed our share-earnings target 
by a nickel, primarily due to the tepid eco- 
nomic environment in New Jersey. Though 
this market has shown some promising 
signs, New Jersey still has a n  above- 
average unemployment rate and trails 
only Florida in terms of the number of 
foreclosures to new residential mortgages. 
While the company's operations were not 
materially hurt by Superstorm Sandy, the 
lingering effects of the storm ought t o  fur- 
ther complicate matters for many 
homeowners and businesses. 
Weakness in the commercial and in- 
dustrial markets will stifle growth. 
Recently, Middlesex lost two contracts 
worth a combined $4.5 million in revenue. 
The borough of Sayreville, New Jersey, 
one of its wholesale customers, decided not 
to renew its service effective August of 
2013. Additionally, the company lost a con- 
tract with its largest retail water custom- 
er, Hess. The oil & gas operator shut  down 
a refining facility in Port Chester, New 
Jersey a t  the end of February. This con- 
tract was worth $2.6 million in revenue 

:APITAL STRUCTURE as of 12131112 
rota1 Debt $142.6 mill. Due in 5 Yrs $32.5 mill 
.T Debt $131 5 mill. LT Interest 
LT interest coverage 4 l x )  

4) Diluted earnings May not sum due to plan available. 
iundina. Next earnlnns reoort due earlv Mav. IC) In millions. adiusted for sDlits. 

'ension Assets-12/11 $37 9 mill. 

Jfd Stock $3.4 mill. Wd Div'd: $.2 mill. 
Oblig. $62.8 mill. 

Company's Financial Strength B t  
Stock's Price Stability 95 

1 5.0% : 5.1% :ommon Stock 15,815,535 shs 
IS of 3/5/12 7.9% 8.5% 

8 0 %  9.0% 8 6% 
dARKET CAP: $300 million (Small Cap) NMF .9% 6% 
XJRRENTPOSITION 2010 2011 12131112 106% 90% 94% 

ECHNICAL 3 Raised 6/29/12 
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1.36 133 
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ia2.1 110.4 
13.4 144 
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t6 I I  
%TOT. RETURN 3/13 t THIS VLARITH.' 

STOCK INDEX 
1 yr. 7.5 15.7 
3yr. 29.0 43.2 
5vr. 32 3 730 

2013 2014 "VALUELlNEPUB.LLC 16-18 
7.20 7.70 Revenues persh 9.10 
1.65 1.85 "Cash Flow" per sh 2.30 
.95 1.00 Earnings per sh A 1.15 
.75 .76 Div'd Decl'd per sh 8. .BO 

1.50 1.65 Cap'l Spending per sh 2.00 

16.00 16.25 Common Shs Outst'g 17.00 
11.75 12.10 BookValuepersh 12.90 

h i d  figures are Avg Ann'l PIE Ratio 20.0 
Line Relative PIE Ratio 

esrirates 

15.5 j 17.0 Net Profit ($mill) i 20.0 
34.0% 34.0% Income Tax Rate 34.0% 

4.5% 4.5% AFUOC % to Net Profit 5.0% 
43.0% i 43.0% Long-Term Debt Ratio 43.0% 
57.0% I 57.0% Common Equity Ratio 57.0% 

330 I 345 Total Capital ($mill) 400 
440 450 Net Plant ($mill) 51 0 

4.5% 1 5.0% Return on Total Cap'l 5.5% 
8.0% 8.5% Return on Shr. Equity 9.0% 
8.0% 8.5% Return on Com Equity 9.0% 
2.0% 2.5% Retained to Com Eq 3.0% 
80% 73% All Div'ds to Net Prof 68% 

115 125 Revenues ($mill) 155 

I 1 I 
2012, the Middlesex System accounted for 65% of total revenues. 
At 12/31/12. the company had 279 employees. Incorporated: NJ. 
President, CEO and Chairman- Dennis W. Doll. Ofkersidirectors 
own 3.1% of the common stock, BlackRock, 6.3%; The Vanguard 
Group, 5 7% (4113 proxy). Address: 1500 Ronson Road, Iselin. NJ 
08830. Tel. 732-634-1 500. Internet: www.middlesexwater.com. 

and may be a precursor of a larger drop in 
water consumption by commercial and in- 
dustrial users in the Garden State. 
Rate hikes in 2012 ought to provide 
some relief to top line. The company 
received rate increases last year of $8.1 
million and $3.9 million for its Middlesex 
system and Tidewater business. These 
notable increases, coupled with additional 
hikes in the Pinelands market, should 
help offset some of the softness in the com- 
mercial and industrial sectors. 
Capital investment will be key to 
longer-term growth. The company ex- 
pects to invest $73 million over the next 
three years. The vast majority of these in- 
vestments are targeted toward its Distri- 
bution systems. The RENEW initiative 
will help cut costs  by improving the overall 
distribution process for its customers. 
The issue has a Timeliness rank of 2 
(Above Average). These shares are ap- 
pealing to income and momentum inves- 
tors. However. the longer-term investor 
should stay on the sidelines, given the 
stock's rich valuation and below-average 3- 
t o  5-year capital appreciation potential. 
Michael Ckllins April 19, 2013 

3) DiGdends h is fonhy '  paid in mb-Feb , (Dj Intangible aisets in 2012 $9 2 million. 
lay, Aug , and November = Div'd reinvestment I $0 58 a share 
0 2013 Value Line Publishin LLC All r i  hts reserved Factual material IS  obtained f r m  sources believed to be reliable and IS provided without warranties of any kind 
THE PUBLISHER IS NOT RE&ONSIBLE @OR ANY ERRORS OR OMISSIONS HEREIN This publicanon is strictly lor subscriber's own, nonKommercid. internal use No pan 
01 I may be repoduced. resdd. m e d  M tansmmed in any pinted, elecVDnic ~d Mher form, 01 used io, qenwatmg o( marketing any primed M demonic pubbcatm. service or product. 

http://www.middlesexwater.com


cat. QUARTERLY REVENUES ($ mill.) 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 40.4 54 1 70.3 50.8 
2011 43.7 59.0 73.9 62.4 
2012 51.2 65.6 82.4 62.4 
2013 55.0 70.0 90.0 70.0 
2014 60.0 75.0 I 00  75.0 
tal- EARNINGS PER SHARE A 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 05 2 4  .44 .ll 
2011 .03 .29 .44 .35 
2012 .06 .28 .53 ..31 
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:APITAL STRUCTURE as of 12/31/12 
-otal Debt $356.3 mill Due in 5 Yrs $21.2 mill. 
.T Debt $335.6 mill LT Interest $18.6 mill. 
Total interest coverage: 4 6x) (55% of Cap'l) 

Relative PIE Ratio 

15.6% j 43.7% 

4.7% I 3.6% 
53% 1 58% 

BUSINESS: I 

.eases, Uncapitalized: Annual rentals $4.7 mill 

'ension Assets $75 5 mill 

Jfd Stock None 
Oblig. $141.0 mill 

:ommon Stock 18.694.785 shs. 

flARKET CAP: $500 million (Small Cap) 
:URRENT POSITION 2010 2011 12/31/12 

;ash Assets 1.7 26.7 2.5 
36.3 42 2 40.4 3ther 

:urrent Assets 3 8 0  68.9 4 2 9  
Sccts Payable 
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2urrent Liab 
'IX. Chg. Cov 
4NNUAL RATES 
i f  change (per sh) 
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Cash Flow" 6.0% 
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5.5% 

($MILL.) 
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10 Yrs. 

ICorDoration enaaaes \ustin. Texas. The company offers nonregulated water-related 
ewices, including water system operations, cash remittances, and 
naintenance contract services. SJW also owns and operates com- 
nercial real estate investments. Has about 375 employees. Chrrn. 
:harks J. Toeniskoetter. Inc.: CA. Address: 110 W. Taylor Street, 
;an Jose, CA 95110. Tel.: (408) 279-7800. lnt. w w  sjwater com 

3xperience large increases in 2012. For ex- 

" "  

chase. storaae. Durificaiion, distribution. and retail " .  
provides water sewice to approximately 227,000 connections that 
sewe a population of approximately one million people in the San 
Jose area and 8,700 connections that serve approximately 36,000 

5 5  7 4  8 5  
5 1  0 8  2 0 7  

1 8 6  2 0 1  1 9 9  
2 9 2  2 8 3  49 I 

_ _ ~ -  residents in a sewice area in the region between San Antonlo and 

SJW is selling more stock. When the 262% 276% 247% 
Past Past Est'd '09-'11 

5Yrs. 
4.5% 
2.5% 

-3.0% 
5.0% 
4 5% 

new offering iscompleted in late April, we imple, the costs of purchasing water on 
the open market, which is S J W s  largest 
expense, rose by almost 22%. 
SJW's long-term capital expenditures 
will be substantial. With much of its ex- 
isting infrastructure aging and in need of 
repair, the  utility will probably have to 
spend more than $100 million annually 
over the next 3- to 5-year period. Internal- 
ly generated cash won't come close to 
financing these outlays. Thus, the compa- .... . 1 .. 

to '16.78 
4.0% 
5.0% 
7.5% 
4.5% 
5.0% 

expect the company'will have sold 1.5 mil- 
lion new shares a t  a price of $26.50 each. 
This new issuance will increase the 
amount of equity outstanding by a hefty 
8%. 

Famings 
3ividends 
3ook Value 

We think the company's share net 
should see a nice rise in 2013. Early 
last year, SJW filed a rate case with state 
regulators seeking t o  raise fees by 21 5% 
in 2013, 4 9% in 2014, and 12 6% in 2016, 

.- . . .  . .  respectively. N o  decision has been reached nv will nave rn flenenn nPavllv on tnP our- 
yet, but the utility was allowed t o  imple- 
ment higher rates in January on an inter- 
im basis. So, even with the increase in 
shares outstanding, we think this addi- 
tional revenue can increase SJW's earn- 
ings per share 10% this year, to $1.30. 
Our earnings estimates for S J W  are 
tentative as they are based upon rea- 
sonable regulatory ruling. Predicting 
the actions of a s ta te  regulatory commis- 
sion is, to say the least, not an exact 
science Faced with considerable political 
pressure to keep water rates low, we are 
still not forecasting a negative decision he- 
cause certain of SJW main expenses did 

..... .... r---- ~~~~ - _ I  ~~~ ~ ~ ~~~ 

. . ~  _ _  
side markets. The resulting higher inter- 
est expense from the  new debt issued will 
erode profits while more new equity offer- 
ings will dilute share earnings. 
These timely shares are not for every- 
one. While the stock may do well in the 
short term as a result of the interim rate 
relief, its recent performance has dis- 
counted most of the positives, leaving i t  
with below-average total return potential 
through 2016-2018. Moreover, a harsh rul- 
ing by regulators on SJW's pending rate 
rases could seriously impedr the compa- 
ny's growth prospects. 
James A .  Flood April 19, 2013 
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I Interest Rate 
8rice suength 
Inn 

o ~ u y  , ;A; ;A; ~ 118 1 iji o Sell 117 traded 
Ild's(OW) 60392 64465 67182 
1997 1998 1999 2000 2001 2002 

2.02 1 2.09 i 2.41 2.46 2.70 2.85 
.56 61 72 76 86 .94 
34 1 :40 i :42 i 147 I :51 ~ .54 
24 1 26 1 27 I 28 1 30 ~ 32 
581 821 901 1161 1091 120 

2.84 1 3.21 3.42 385 ~ 4.15 4.36 
67.47 1 72.20 106.80 111.82 113.97 113.19 
17.8 22 5 21.2 18.2 23 6 23.6 
1,031 1.17 1.21 1.18 1.21 1.29 

3.9% 2.9% I 3 0% 3.3% 2.5% 2.5% 
:APITAL STRUCTURE as of 12/31/12 
rota1 Debt $1669.2 mill. Due in  5 Yrs $368.3 mill. 
.T Debt $1543 9 mill 
LT interest earned: 5.0x, total interest coverage: 
I.1x) (53% of Cap'l) 

'ension Assets-12/12 $190 1 mill. 

'fd Stock None 
:ommon Stock 140,347,743 shares 
IS of 2/14/13 
dARKET CAP: $4.5 billion (Mid Cap) 

LT Interest $60.0 mill 

Oblig. $303.1 mill. 

XRRENT POSITION 2010 2011 12/31/12 

:ash Assets 5.9 8.2 5.5 
ieceivables 85.9 81.1 92.9 
nventory (AvgCst) 9.2 11.2 11.8 

44.4 220.0 150.7 3ther 
h r r e n t  Assets 145.4 320 5 260.9 

($MILL.) 

_ _ _ _ ~  

4ccts Payable 45.3 68.3 55.5 
l e b t  Due 28.5 80.4 125.4 

149.9 277.0 93.3 3ther 
2urrent Liab. 223.7 425.7 214.2 

_ _ ~ ~  

:ix. Chg. Cov. 290% 367% 398% 

4NNUAL RATES Past Past Est'd '10-'12 
ifchange (persh) 1OYrs. 5Yrs. to'W'18 

Cash Flow" 8.5% 8 0% 4.5% 
zarnings 6.5% 4.5% 8.0% 
lividends 7.5% 8 0 %  8.0% 
3ook Value 9 0 %  7 0 %  6 5 %  

tal. QUARTERLY REVENUES ($ mill.) FUII 
?ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 160.5 178 5 207.8 179.3 726.1 
2011 163.6 178.3 197.3 172.7 712.0 
2012 164.0 191.7 214.6 187.5 757.8 
2013 180 210 215 195 800 
2014 I90 220 225 200 835 
Gal- EARNINGS PER SHARE FUII 

sndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 .I6 2 2  .32 2 0  .90 
2011 22 .27 .30 25 1.03 
2012 2 0  .30 .36 2 5  1.09 
2013 .25 .35 .43 .32 1.35 
2014 .28 .37 .47 .33 1.45 
tal. QUARTERLY DIVIDENDS PAIDB. FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 

2009 ,135 135 ,135 145 .55 
2010 ,145 145 ,145 155 5 9  
2011 155 155 ,155 165 63 
2012 ,165 ,165 ,165 175 67 

ievenues 8.0% 7.5% 3.5% 

2013 I 175 
4) Diluted egs Excl nonrec gains (losses): rep 
19. i l ldl .  '00. 2d: '01, 2d: '02. 56. '03. 4d: '12. IBI 

";-I:. 
*.* 

e... . .. 

367.2 1 442.0 1 496.8 w 39.3% 39.4% 384% 

BUSINESS: Aqua Arne 

- 

2 I E ~ , ~  25,l (rrailine:29.~'1 Median: 24.0) 

1.8% 12 .1% 
533.5 602.5 
92.0 ~ 95.0 

39.6% 38.9% 

63% 1 67% 

2008 2009 2010 

198 208 237 
782 812 851 

13537 13649 13797 
249 231 211 
150 154 134 

:a, Inc is the holding company for water 
and wastewater utilities that selve approximately three million resi- 
dents in Pennsylvania, Ohio, North Caroiina, Illinois. Texas, New 
Jersey, Florida, Indiana. and five other states. Divested three of 
four non-water businesses in '91; telemarketing group in '93; and 
others. Acquired Aquasource, 7103; Consumers Water, 4/99: and 

decent clip in 2013. The company should 
be able to capitalize on increased natural 
gas drilling that should strengthen over 
the long haul. WTR has some nice mo- 
mentum after posting a record share net 
in 2012. The better-than-expected bottom- 
line figure was attributable to improved 
operational performance and solid growth 
in its regulated and unregulated units. It 
should be noted the GAAP share earnings 
included a tax benefit of $0.22. The benefit 
resulted from WTR revising its tax method 
of accounting for certain qualifying utility 
system repairs in its Pennsylvania opera- 
tions (switched to expensing asset im- 
provement costs that were previously 
being capitalized). That benefit included a 
"catchup clause" that allowed Aqua to 
reduce their tax bill from projects prior to 
2012. We view the "catchup clause" as a 
one-time event and excluded it from our 
201 2 earnings presentation. However, the . .  __-^.x.-,. t-., I.--.-c:* ..,:11 I.- ---..*:--A 
l c l l i * l l ~ l ~ t g  L a x  "clrc,JL W l l l  "C a l l l " l  L I L C "  

over the next ten years and will be in- 
cluded in our projections going forward. 
We are raising our 2013 share-net tar- 
get from $1.15 to $1.35. We are also in- 

IELATIVE 
YE RATIO 1.50 ?:DD 2.2% ?=- Target 2016 I2017 Price Range 12018 

I I I I 48 r 40 - _  - - _  
32 
24 
20 
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THIS VLARITH.' 

STOCK INDEX 
1 yr. 44.9 15.7 
3yr 94.8 432 
5 v r  938 730 

others. Water supply revenues '12- residential, 60.5% commerciai, 
16.1%; industrial & other, 23.4% Officers and directors own 1.4% 
of the common stock (4H3 Proxy). Chairman & Chief Executive of- 
ficer Nicholas DeBenedictis. Incorporated. Pennsylvania. Address: 
762 West Lancaster Avenue, Bryn Mawr. Pennsylvania 19010. Tel- 
eohone. 61 0-525-1400. Internet: www aauaamenca.com 

troducing 2014 estimates and expect reve- 
nue and share earnings to come in a t  $835 
million and $1.45, respectively. 
The balance sheet is  looking 
healthier. WTRs cost-cutting plans, 
organic growth, and new tax method 
should continue to help generate solid free 
cash flow. A dividend hike may be pos- 
sible, given that  its current 50% payout 
ratio is below its historical average. Acqui- 
sitions may also be possible in markets 
with strong upside like Texas and Ohio. 
Increased natural gas activity should 
provide a boost to profitability. The 
colder-than-expected winter has  lifted 
prices to the $4.00 level of late. The Mar- 
cellus water pipeline venture finished its 
second phase and water has  already begun 
pumping to drilling operators. Phase I11 of 
the project finished in March and will pro- 
vide Shell with a majority of its water. 
Management also hinted there could be a 
Phase IV if market conditions permit 
These timely shares have risen 28% 
year to  date. Thus, the stock may only be 
suitable for the income- and momentun- 
investor a t  this time. 
Michael Collins ApriI 19, 201.3 - 

due late April (C) In millions, adjusted for stock splits Company's Financial Strength B t t  
ividends historicallv paid in early March, Stock's Price Stability 100 

I 22$.'Exci. gain from disc operatibns: '12, 9$. June, Sept & Dec 9 Di?d. reinvestment plan 
I l m ,  nnt cum A i i o  tn rniindinn Nnvt owninnc I ,u,ii,hlm ii% r l icrni~nf)  

Price Growth Persistence 65 I Earninos Predictahilitv I no 
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June 7,2013 NATURAL GAS UTILITY 539 
Stocks in the Natural Gas Utility Industry have 

risen nicely in value of late. We attribute that 
movement partly to better-performing financial 
markets, as some central banks have indicated 
that they will maintain an expansionary monetary 
policy to help stimulate economic growth. Other 
catalysts include recent domestic data showing 
consumer confidence on the rise and the real 
estate sector gathering strength. Notably, when 
market corrections occur, the stocks in this cat- 
egory tend to be better off than those in a number 
of other industries. That's partly because their 
generous levels of dividend income provide a mea- 
sure of stability. 

The United States Economy 
For the opening quarter of 2013, Gross Domestic 

Product (GDP) grew 2.4%, quite a turnaround from the 
fourth-quarter tally of jus t  0.4% (following an  upward 
revision). Contributing factors included a rise in per- 
sonal consumption expenditures, a smaller decrease in 
federal government spending, and an  upturn in exports. 
Still, the first-quarter result was a bit lower than the 
better-than-3% gain generally forecasted, as there was a 
cooling off in industrial production and retail spending 
levels later during that period. For the second quarter, 
we believe that economic growth will average between 
jus t  1% and 2%. reflecting, among other things, uneven 
services sector gains, further sluggishness in industrial 
production, plus ongoing economic difficulties in Europe. 
In this not-so-spectacular operating environment, cus- 
tomers have been focusing on energy conservation, 
which, of course, acts as a restraint on the revenues of 
the companies included in the Natural Gas Utility 
Industry. 

Rate Cases 
Rate cases are a very important factor for natural gas 

utilities. Federal authorities establish wholesale service 
tariffs, and state regulators determine retail distribu- 
tion rates. Adequate returns on common equity are 
necessary to keep these businesses viable. Higher rates 
are sought to pay for the cost of expansion, storm 
damage, andor  to  cover the expenses of maintaining 
reliable service. To promote good relationships with 
customers and regulators, managements endeavor to 
keep operating and service costs as low as possible. At 
times, however, political pressure can compel authorities 
to limit rates of return, to the detriment of utility 
companies. But mostly, regulators attempt to  strike a n  
equitable balance between the interests of shareholders 
and customers. 

Effect of Low Gas Prices On The Industry 
Contrary to what some believe, a low gas price envi- 

ronment is generally good for regulated utility opera- 
tions. That's partly because it may lead to reduced prices 
for customers, which could lessen bad-debt expense. 
Moreover, there is a n  increased possibility that  home- 
owners will switch from alternative fuel sources, such as 
oil or propane, to natural gas. Even so, the companies in 
our category also possess nonregulated businesses, in- 
cluding energy marketing and trading, which tend to 
underperform when gas prices are in a slump. 

INDUSTRY TIMELINESS: 35 (of 97) 

Oklahoma Tornado 
In late May, a powerful tornado, with winds exceeding 

200 miles per hour, tore through a central Oklahoma 
city, demolishing thousands of homes and numerous 
other buildings, along a 17-mile path. Preliminary esti- 
mates indicate that the total damage could be roughly $2 
billion. 

Natural gas distribution pipelines are located mostly 
underground, providing a good measure of protection 
against adverse weather conditions. Nonetheless, these 
assets can be damaged by uprooted trees and shifted 
foundations. In addition, fallen tree limbs and other 
debris can crush meters and associated piping near 
homes and other buildings. I t  appears that companies in 
the group with operations in the affected area held up 
reasonably well, though. 

Dividends 
The primary attraction of utility equities is their 

generous levels of dividend income. At the time of this 
writing, the average yield for the 11 companies in our 
group was about 3.4%. considerably higher than the 
Elue Linc median of 2.1%. Standouts include AGL 
Resources, Northwest Natural Gas, Laclede Group, and 
WGL Holdings. When the financial markets are turbu- 
lent, which seems to be more cotnmon these days, 
healthy dividend yields tend to act as an  anchor, so to 
speak, in this category. 

Conclusion 
Stocks in the Natural Gas Utility Industry are most 

appropriate for income-oriented investors with a conser- 
vative bent (given that a number of these issues are 
ranked favorably for Safety and earn high marks for 
Price Stability). I t  should be noted, however, that com- 
panies with larger nonregulated operations may offer a 
higher potential for returns, though profits could be 
more volatile than for companies with a greater empha- 
sis on the more stable utility segment. As always, our 
readers are advised to carefully examine the following 
reports before making a commitment. 

Frederick L. Harris. ITI 
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nitrjnw 69954 70430 71771 
1997 1998 1999 2000 2001 2002 
22.75 23.36 18.71 11.25 1904 15.32 
2.42 2.65 2.29 2.86 1 3:31 

tal. QUARTERLY REVENUES ($ mill.)A 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 1003 359 346 665 
2011 878 375 295 790 
2012 1404 686 614 1218 
2013 1709 650 560 f236 
2014 1805 695 595 13fO 
Gal- EARNINGS PER SHAREAa 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 1.73 .I7 2 9  3 1  
2011 1.59 .23 d.04 .37 
2012 1.12 2 8  .08 .84 
2013 1.31 25 .15 .84 
2014 1.75 .25 .15 .75 
tal. QUARTERLY DIVIDENDS PAID CF= 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 .43 .43 .43 .43 
2010 .44 .44 .A4 .44 
2011 .45 .45 .45 .55 
2012 .36 .46 .46 .46 
2013 .47 .47 

1.37 1.41 .91 1.29 1.50 1.82 
1.08 1.08 1.08 1.08 1.08 1.08 
2.59 2.05 2.51 2.92 2.83 3.30 

F ~ I I  
Year 

2373 
2338 
3922 
4155 
4405 

FUII 
Year 
3.00 
2.12 
2.32 
2.55 
2.9C 

FUII 
Year 
1.72 
1.76 
1.90 
1.74 

10.991 11.42 11.59 11.50 12.19 12.52 
56.60 57.30 57.10 54.00 55.10 56.70 

5.4% 5.5% 5.5% 6.2% 4.9% 4.7% 
CAPITAL STRUCTURE as of 3/31/13 
rota1 Debt $5071 mill. Due in 5 Yrs $2370 mill. 
LT Debt $3324 mill. LT Interest $184 mill 
:Total interest coverage: 6 5x) 

ieptember 30th prior to 2002. 
B) Diluted earnings per share. Excl. nonrecur- 
ina aains (lossesY99. $0.39: '00. $0.13: '01. 

Leases, Uncapitalized Annual rentals $214.9 mill. 
Pension Assets-12/12 $845.0 mill. 

Oblig. $968.0 mill. 
Pfd Stock None 

rer 
(C] 
Jut 

Common Stock 118,180,688 shs 
as of 4/24/13 

MARKET CAP: $5.0 billion (Large Cap) 
CURRENT POSITION 2011 2012 3/31/13 

(MILL.) 
Cash Assets 69 131 149 

2677 2537 2212 Other 
Current Assets 2746 2668 2361 
Accts Payable 294 334 314 
Debt Due 1928 2214 1747 

862 790 999 Other 
Current Liab. 3084 3338 3060 

- _ _ -  

_ _ ~ -  

FIX. Chg. COV. 325% 330% 650% 
ANNUAL RATES Past Past Est'd '10-'12 
ofchange(persh) IOYn .  5Yn. to'16.'18 

"Cash Flow" 4.5% 1.5% 10.0% 
Revenues 5.0% -3.0% 8.0% 
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snd other allied services. Deregulated subsidiaries: Georgia Natural 
ny. Distribution subsidiaries include Atlanta Gas Light, Chattanooga Gas markets natural gas at retail. BlackRock Inc. owns 7.0% of 
Gas, Elizabethtown Gas, Virginia Natural Gas, Florida City Gas and common stock; offcersldirectors, less than 1.0% (3113 Proxy). 
Elkton Gas. Acquired Nicor in 2011. The utilities have more than President 8 CEO: John W. Somerhalder II. Inc.: GA. Addr.: Ten 
4.4 million customers in Georgia. Virginia, Tennessee, New Jersey, Peachtree Place N E ,  Atlanta, GA 30309. Telephone: 404-584- 
Florida, and Illinois. Engaged in nonregulated natural gas marketing 4000. Internet: www.aglresources.com. 

AGL Resources' first-quarter results 30 years. The interest rate is low com- 
showed marked improvement over a pared to historical averages and should be 
year ago. Net income rose to $154 million highly beneficial to earnings when rates 
(up 18%), and earnings per share were s ta r t  to rise. It also sold off its Compass 
$1.31, a 17% increase. Total revenues Energy subsidiary. The sale brought in 
rebounded from a year ago on the back of $12 million, which will be upped by an ad- 
a cooler first quarter, which tended to be ditional $3 million-$8 million, based upon 
more in  line with historical temperatures. financial performance. This should add 
A year ago, earnings were dragged down $0.05 a share to second-quarter earnings. 
by Nicor merger-related expenses, which Overall, the balance sheet continues to be 
are  no longer a factor. The company has  strong, but total share count continues to 
outstanding rates cases and possible posi- creep higher. 
tive legislative actions, including a New The Timeliness rank of AGL Re- 
Jersey update infrastructure replacement sources' shares is 3 (Average). How- 
program, a Georgia expanded infrastruc- ever, this issue has some appealing char- 
ture case, and a n  Illinois depreciation rate acteristics, such as the highest total- 
change. These actions will likely be ruled return potential in  the sector. Though 
upon by year's end, and positive results price growth from its high perch may be 
could boost earnings. The company also somewhat limited, GAS shares remain a 
signed an agreement with UPS to deliver good choice for conservative and income- 
500,000 gallons of liquid natural gas based investors, as the yield is also the 
monthly in Tennessee over a 10-year con- highest in Natural Gas Utilities segment. 
tract, which should boost margins even That  said, we have low expectations for fu- 
further. ture  dividend increases at this point. Con- 
The company is building up its cash servative investors should also notice the 
position through debt issuances and stocks high marks for Price Stability and 
divestitures. Senior notes totalling $500 Safety. 
million were issued at a 4.4% coupon over John E. Seibert I11 June 7, 2013 
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Atmos Energy's history dates back to 

1906 in the Texas Panhandle. Over the 54.39 
years, through various mergers, it became 3.23 
part of Pioneer Corporation, and, in 1981, 1.71 
Pioneer named its gas distribution division 1.20 
Energas. In 1983, Pioneer organized 3.10 
Energas as a separate subsidiary and dis- 16.66 
tributed the outstanding shares of Energas 51.48 
to Pioneer shareholders. Energas changed 13.4 
its name to Atmos in 1988. Atmos acquired .76 
Trans Louisiana Gas in 1986, Western Ken- 5.2% 

(WILL.) 
Cash Assets 131.4 64.2 65.5 

879.6 763.8 936.9 Other 
Current Assets 1011.0 828.0 1002.4 
Accts Payable 291.2 215.2 316.4 
Debt Due 208.8 571 .I 233.0 
Other 367.6 489.7 377.4 
Current Liab. 867.6 1276.0 926.8 
Fix. Chg. COV. 432% 448% 445% 
ANNUALRATES past past Est'd'1&'12 
ofchange(persh) 10Yn. 5Yn. t0'16-'i8 
Revenues 5.0% -7.0% 3.5% 

"Cash Earnings "5% :;:$ 
Dividends 1.5% 1.5% 1.5% 
Book Value 6.5% 4.0% 5.5% 
Fiscal QUARTERLYREVENUES($mill,)A Full 

Dec.31 Mar.31 Jun.30 Sep.30 E$' 
2010 1292.9 1940.3 770.2 786.3 4789.7 

2012 1084.0 1225.5 576.4 552.6 3438.5 
2013 1034.2 1309.0 581 565.8 3490 
2014 1050 1350 610 590 3600 
Fiscal EARNINGSPERSHAREABE FUII ~ z,i; Dec.31 Mar.31 Jun.30 Sep.30 3:' 
2010 1.00 1.17 d.03 ,02 2.16 
2011 .81 1.40 .04 .01 2.26 
2012 5 8  1.12 .3i _ -  2.10 

--- 

2011 133.3 1581.5 843.6 789.2 4347.6 

tucky Gas Utility in 1987, Greeley Gas in 2799.9 
1993, United Cities Gas in 1997, and others. 
CAPITAL STRUCTURE as of 3/31/13 37.1 % 
Total Debt $2688.5 mill. Due in 5 Yrs $1320.0 mill. 7 R% 

distribl 
tomers through six regulated natural gas utliity operations: Louisi- 
ana Division, West Texas Division, Mid-Tex Division, Mississippi 
Division, Colorado-Kansas Division, and KentuckylMid-States Divi- 
sion. Gas sales breakdown for 2012: 65%, residential; 28%, com- 

Atmos Energy generated solid profits 
during the first half of fiscal 2013 
(ends September 30th). relative to the 
year-earlier tally. The bread-and-butter 
natural gas distribution unit benefited 
from a drop in operating expenses, includ- 
ing legal and depreciation costs. Notably, 
during that period, Atmos was able to 
complete 10 rate-case proceedings, which 
ought to result in a $66.4 million rise in  

the increase is for the Mid-Tex division.) 
Meanwhile, the regulated transmission 
and storage operation enjoyed higher reve- 
nues from a Gas Reliability Infrastructure 
Program filing that  became effective in 
April, 2012. At this juncture, it  seems that 
Atmos' fiscal 2013 share net will climb 
about 16%, to $2.45. Assuming additional 

common stock (12/12 Proxy). President and Chief Executive Of- 
ficer: Kim R. Cocklin. Incorporated: Texas. Address: Three Lincoln 
Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele- 
phone: 972-934-9227. Internet: www.atmosenergy.com. 

annual operating income. (The majority of 

LT Debt $2455.5 mill. LT Interest $1 10.0 mill. 

Leases, Uncapitalized Annual rentals $17.6 mill. 

(LT interest earned: 3 .1~;  total interest 
coverage: 3 .1~ )  

Pfd Stock None 
Pension Assets-9H2 $343.1 mill. 

1516.0 
fi 7% 

A) Fiscal year ends Sept. 3Mh. (B) Diluted 
,hrs. Excl. nonrec. items: '03. d17d: '06. d18d: 

Oblig. $480.0 mill. 
Common Stock 90,549,038 shs. 
as of 4/26/13 

8$. Next egs. rpt. due early Aug. (C) Dividends (D) In millions. 
historicallv oaid in earlv March. June. Seot.. (El Ptrs mav not add due to chanae in shn 

Company's Financial Strength B++ 
Stock's Price Stabilifv 100 

2920.0 1 4973.3 1 6152.4 

1722.5 1 3374.4 I 3629.2 

77% I 73% 1 63% 

33.5 
23.9 

__ 

- . .., e... 

2007 
66.03 
4.14 
194 
1.28 
4.39 

22.01 
89.33 
15.9 
.&I 

4.2% 
5898.4 

170.5 
35.8% 
2.9% 

52.0% 
48.0% 
4092.1 
3836.8 

5.9% 
8.7% 
8.7% 
3.0% 
65% 

~ 

__ 
__ 

- 

__ 

__ 

~ 

~ 

~ 

25.9 

2.00 197 2.16 2.26 
1.30 1.32 1.34 1.36 
5.20 5.51 6.02 6.90 

22.60 23.52 1 24.16 24.98 
90.81 92.55 90.16 90.30 
13.6 12.5 13.2 14.4 
.82 .83 .84 .90 

4.8% 5.3% 4.7% 4.2% 
7221.3 4969.1 4789.7 4347.6 

180.3 179.7 201.2 199.3 
38.4% 34.4% 38.5% 36.4% 

- -- 

2.5% 3.6% 4.2% 4.6% 
50.8% 49 9% 45.4% 49.4% 
49.2% 50.1% 51.6% 50.6% 
4172.3 4346.2 3987.9 6161.5 

65% I 68% 1 62% 1 62% 

- 
37.3 
30.4 

- 
-7-5 
e.. 

2012 
38.10 
4.76 
2.10 
1.38 
8.12 

26.14 
90.24 
15.9 
1.01 

4.1% 
3438.5 

192.2 
33.8% 
5.6% 

45.3% 
54.7% 
4315.5 
5475.6 

- 

- 
__ 

- 

- 

- 

__ 

5.8% 
8.1% 
8.1% 
2.8% 
65% 

3%. inc 

__ 

- 

- 
SS: Atmos Energy Corporation is engaged primarily in the mercia 
3n and sale of natural aas to more than three million cus- Has around'4.7 
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l y r .  41.7 18.4 
3 yr. 70.3 37.6 
5yr. 101 4 66.4 

2013 2014 @VALUELlNEPUB.LLC 16-18 
38.35 39.15 Revenues per sh A 56.30 
5.20 5.45 "Cash Flow" per sh 6.05 
2.45 2.60 Earnings persh A B  3.00 
1.40 1.42 Div'ds Decl'd per sh Cm 1.50 
8.55 8.70 CaD'l SDendino Der sh 9.00 
29.70 1 31.30 /BookValueperbh 34.65 
91.00 I 92.00 IComrnonShs Outst'gD 103.00 

Bold fialrrer are [AVO Ann'l PIE Ratio 14.0 

Avg Ann'l Div'd Yield I 3.5% .95 
v a d ~ i n e  Reiative PIE Ratio 
estin ales 

3490 3600 Revenues ($rnill)A 5800 
225 240 Net Profit ($mill) 310 

35.0% 35.0% Income Tax Rate 38.0% 

49.0% 49.0% Long-Term Debt Ratio 49.0% 
51.0% 51.0% Common Equity Ratio 51.0% 

5300 5650 Total Capital ($mill) 7000 

5.5% 5.5% Return on Total Cap'l 6.0% 
8.5% 8.5% Return on Shr. Equity 8.5% 
8.5% 8.5% Return on Corn Equity 8.5% 
3.5% 4.0% Retained to Coin Eq 4.5% 
57% 54% All Div'ds to Net Prof 50% 

;trial; and 4% other. 2012 depreciation rate 3.3%. 
I emolovees. Officers and directors own 1.2% of 

6.4% 6.7% Net Profit Margin 5.3% 

5825 6200 Net Plant ($mill) 8000 

2013 
2014 
Gal. 

endar 
2009 
2010 
2011 
2012 
2013 

- 
- 

I .E5 1.23 J: 1 
.a2 1.37 

QUARTERLY DIVIDENDS PAID C. 

,345 ,345 ,345 .35 
.35 .35 

expansion of operating margins, the bot- 
tom line stands to advance another 6%, to 
$2.60 a share, next year. 
Non-core operations have been 
divested. One of them was the  natural 
gas distribution segment in Georgia, 
representing around 64,000 customers, to 
an affiliate of Algonquin Power & Utilities 
CorD. for about $155 million. That follows 

the sale of the natural gas distribution 
business in Missouri, Iowa, and Illinois 
(serving roughly 84,000 customers) to an 
affiliate of Algonquin Power & Utilities 
Corp. for $129 million. Management has 
used the proceeds from those deals to sup- 
port growth initiatives in  such key states 
a s  Texas and Louisiana. 
The stock offers a healthy amount of 
current dividend income, which is 
well covered by earnings. Too, our 
2016-2018 projections indicate tha t  fur- 
ther, albeit moderate, increases in the  pay- 
out will probably take place. Other posi- 
tives include a 2 (Above Average) Safety 
rank and excellent score for Price 
Stability. 
The shares have climbed to their 
highest levels since our last report in 
March. We attribute that  movement par- 
tially to Atmos' solid profits during fiscal 
2013. Consequently, the  equity is  ranked 
to outperform the year-ahead market. But 
it appears that  the  good news is  already 
reflected in the recent quotation, dampen- 
ing long-term capital appreciation poten- 
tial 
Frederick L. Harris, 111 June 7, 2013 

17, d26; '09, 12p; 'IO, 56; '11, (ihj. I 
discontinued operations: '11, lo$; '12. 

zxcludds and Dec 'm Div. reinveskent plan. Direct 
276; - I  '13, purchase plan avail. 
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7.5% 7.5% Return on Total Cap'l 8.0% 
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4.1% 4.5% Retained to Corn Eq 6.8% 
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BUSINESS: Lt 

14.26 14.57 14.96 1 14.99 j 15.26 15.07 
17.56 17.63 18.88 1 18.88 1 18.88 18.9E 
12.5 15.5 15.8 1 14.9 1 14.5 20.C 
.72 I .81 .90 .97 .74 1.05 

5.6% 5.4% 5.8% 6.6% 5.7% 5.7% 
CAPITAL STRUCTURE as of 3/31/13 
Total Debt $464.4 mill. Due in 5 Yrs $50.0 mill. 
LT Debt $464.4 mill. LT Interest $24.0 mill. 
(Total interest coverage: 4 .4~ )  

2021.6 I 2209.0 1 1895.2 

Leases, Uncapitalized Annual rentals $.9 mill. 
Pension Assets-9/11 $248.0 mill. 

Pfd Stock None 
Common Stock 22,671,392 shs. 
as of 4/26/13 

MARKET CAP $1.1 billion (Mid Cap) 
CURRENT POSITION 2011 2012 3/31/13 

Oblig. $384.2 mill. 

(MILL.) 
Cash Assets 43.3 27.5 146.9 

325.8 315.5 313.0 Other 
Current Assets 369.1 343.0 459.9 

96.6 89.5 108.6 
46.0 25.0 - -  
89 3 137.6 98.7 

231.9 252.1 207.3 

--- 

_ _ _ _ -  

- 
ede Grouo. Inc. 

__ 
tial. 64: commei j a holdina comuanv for 

Gas. which distnbules natural aa n easternMisso'uri..includinq the 13%. Has around 1,640 employees Officers and directors own aw 
city of St. Louis, St. Louis County, and parts of 10 other counties. 
Has roughly 628,000 customers. Purchased SMgP Utility Re- 
sources, 1/02; divested, 3/08. Utility therms sold and transported in 
fiscal 2012: 1.0 bill. Revenue mix for regulated operations: residen- 

The  Laclede Group reported good fis- 
cal second-quarter earnings. Revenues 
came in a t  $397.6 million, while per share 
earnings were a robust $1.34, which in- 
cludes merger-related expenses. Profits 
were helped by lower pension costs and a 
cooler winter. Revenues were also boosted 
by higher infrastructure spending, which 
is passed through to  customers as part of 
the infrastructure system replacement 
surcharge (ISRS). The company's out- 
standing rate case, which potentially could 
drive revenues even higher through en- 
hanced ISRS rates, could boost earnings as 
early as  the second half of 2013, though 
the timing of an outcome is somewhat un- 
certain. 
The  Missouri Gas  Purchase  appears 
to be on track. The financing behind the 
brid e loan, which will go toward paying 
the $1.035 billion cost, is fully syndicated, 
and all parties are waiting on regulatory 
approval. Indeed, the governing body's ap- 
proval in Massachusetts will be necessary 
for the selloff of the New England Gas Co. 
to Algonquin Power. After the deal is com- 
plete, management expects t o  leverage the 
caDital structure to return to a more 

proximately 7% of common 'shares (1/13 proxy). Chairman. William 
E. Nasser; CEO: Suzanne Sitherwood. Incorporated: Missouri Ad- 
dress: 720 Olive Street, St. Louis, Missouri 63101. Telephone: 314- 
342-0500. Internet: www.theladedegroup.com. 

normal one-to-one debt to equity ratio. The 
company has announced an equity sale, 
and we will update our estimates as more 
information becomes available. 
The Laclede Group is maintaining a 
high level of capital expenditures. 
Management expects the spending to total 
around $115 million for fiscal 2013, which 
is largely recoverable under ISRS. The 
company is still working on building its 
natural gas vehicle fueling station a t  Lam- 
bert Airport in St. Louis, and could have 
other stations in the pipeline. Though cap- 
ital expenditures are high, cash flow has 
improved year over year, thus far. 
The Timeliness rank of Laclede Group 
stock is 3 (Average). These shares are 
expected to market perform over the next 
six to 12 months. The stock has performed 
well (up 15%) since our last report, and 
the dividend yield remains good for a nat- 
ural gas utility. The total return potential 
is also above average for the sector. This 
issue should appeal to both conservative 
and income investors, but waiting for a dip 
may be the best course of action, as  this 
stock is up considerably for a utility. 
John E. Seibert III June 7, 2013 
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QUARTERLY REVENUES ($ mill.)" 
Dec.31 Mar.31 Jun.30 Sep.30 
491.2 635.3 324.5 284.0 
444.2 543.8 3443 271.0 
410.9 358.2 186.9 169.5 
307.0 397.6 210 235.4 
375 405 215 f80 

EARNINGS PER SHARE A B  F 
Dec.31 Mar.31 Jun.30 Sep.30 

1.03 1.26 2 1  d.07 
1.05 1.25 .69 d.13 
1.12 1.32 .38 d.03 
1.14 1.34 .40 d.03 
1.25 1.45 .40 d.fO 
QUARTERLY DIVIDENDS PAID C -  

Mar.31 Jun.30 Sep.30 Dec.31 
,385 ,385 ,385 ,385 
,395 ,395 .395 ,395 
,405 ,405 ,405 ,405 
,415 .415 ,415 ,415 

: '08, Me. Next earnings report due late Company's Financial Strength B++ 
'CI Dividends historicallv Dald in earlv IEl In millions. Stock's Price Stabilitv 100 

charges. In '12: $456.0 mill., $20.41/sh. 
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.78 .87 .96 .73 
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Dec.31 Mar.31 Jun.30 Sep.30 pi 

6 6  1.55 2 8  d.03 2.41 
.71 1.62 2 3  .02 2.5t 

1.09 1.79 .10 d.27 2.7' 
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3APITAL STRUCTURE as of 3/31/13 

widends historically paid in eady Jan., 
July, and October. = Dividend reinvest- 

million, $10.63/share. 
(E) In millions, adjusted for splits. 

,Ian available. 

rota1 Debt$824.4 mill. Due in 5 Yrs $214.3 mill. 
-T Debt $527.7 mill. 
nd. $65.8 mill. capitalized leases. 
:LT interest earned: 7.5~;  total interest coverage: 
7.5x) 
Pension Assets-9/12 $207.8 mill. 

Pfd Stock None 

Common Stock 41,776,523 shs. 
as of 4130113 
MARKET CAP: $1.9 billion (Mid Cap) 
CURRENT POSITION 2011 2012 3/31/13 

LT Interest $19.6 mill. 

Oblig. $332.2 mill. 

Company's Financial Strength A 
Stock's Price Stability 100 
Price Growth Persistence 55 

(SHILL.) 
Cash Assets 7.4 4.5 6.C 

725.0 642.8 756.E Other 
Current Assets 732.4 647.3 762.E 

Accts Payable 66.0 265.8 340.2 
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Fix. Chg. Cov. 700% 700% 700% 
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estimates 

2650 2730 Revenues(Smill)A 1 2980 
105 110 NetProfit(Smil1) 1 120 

35.0% 35.0% IncomeTaxRate 1 35.0% 
4.0% 4.0% Net Profit Margin 4.0% 

40.0% 38.5% LonpTerm Debt Ratio 34.5% 
60.0% 61.5% Common Equity Ratio 65.5% 

1245 1295 Total Capital ($mill) 1440 
1515 1545 Net Plant ($mill) 1640 
9.5% 9.5% Return on Total Cap'l 9.0% 
14.0% 14.0% Return on Shr. Equity 12.5% 
14.0% 14.0% Return on Corn Equity 12.5% 
5.5% 5.5% Retained to Com Eq 5.5% 
61% 59% All Div'ds to Net Prof 58% 

ectric utility, 63% incentive programs). N.J. Natu- 
3~ orovides unreaulated retailhvholesale natural 

. and Canada. oas and related eneia; svcs. 2012 dkD. rate: 2.3% Has 927 em& 
providing retaiUwholesale energy svcs. to customer 
and in states from the Gulf Coast to New Engla , 

New Jersey Natural Gas had about 500,070 customers at 9130112 
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal 
2012 volume: 161 bill. cu. ft. (6% interrudible. 31% residential and 

h d i r .  own about 1.7% of common (i2/12 Proxy). Chrmn.. CEO 8 
Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road, 
Wall, NJ 07719. Tel.: 732-9381480. Web: w.niresources.com. 

New Jersey Resources posted a mixed 
bag of financial results for the March 
interim. Indeed, the company's top line 
advanced approximately 57% on a year- 
over-year basis, to roughly $961 million. 
The bulk of this gain can be attributed to 
3,697 new customer accounts at the New 
Jersey Natural Gas division. Those ac- 
counts were added in the first half of this 
fiscal year. Meanwhile, most of N J R s  op- 
erating segments logged higher contribu- 
tions to  net financial earnings. The only 
two segments to register weaker contribu- 
tions were the NJR Clean Energy Ven- 
tures and NJR Home Services units. Un- 
fortunately, when combined with rising 
operating expenses, NJRs second-quarter 
bottom line declined about 8.5%. to $1.64. 
This was slightly lower than we had pre- 
viously anticipated. However, we do expect 
the results to  improve in the second half of 
the year. Consequently, 
We have left our 2013 earnings es- 
timate unchanged at $2.60 a share. 
Management has  recently raised its guid- 
ance for new customer accounts at its New 
Jersey Natural Gas regulated utility divi- 
sion, which makes up the lion's share of 

overall operations. That segment was ex- 
pected to add 12,500-14,500 new custom- 
ers  during 2013 and 2014 combined. How- 
ever, at this point, i t  has raised the range 
to 13,000 to 15,000. Additionally, we look 
for the NJR Energy Services, NJR Clean 
Energy Ventures, and NJR Energy Hold- 
ings to be nicely complementary. 
The overall financial position is in 
good shape. Indeed, the company's cash 
position has  improved almost 33% during 
the first six months of this year, leaving 
its reserves at almost $6.0 million. 
Meantime, the long-term debt load contin- 
ues to remain constant and represents a 
modest and easily serviceable portion of 
the capital structure. 
Shares of New Jersey Resources have 
modest appeal for conservative inves- 
tors. NJR offers a dividend yield that is in 
line with the median for the industry. 
Prospects are solid for good dividend 
growth, as well. Meanwhile, our Timeli- 
ness Ranking System suggests this equity 
will mirror the broader market averages in 
the year ahead. And total return potential 
is limited through 2016-2018. 
Bryan J. Fong June 7, 201: 

earnings report &e late July. 
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I=- 16.77 18.17 21.09 25.78 25.07 
3.72 1 3.68 3.86 3.65 
1.70 1.79 1.88 1.62 
1.23 1.24 1.25 1.26 

16.02 16.59, 17.12 17.93 18.56 18.88 
22.86 24.85 25.09 25.23 25.23 25.59 
14.4 26.7 14.5 12.4 12.9 17.2 
.%3 1 1.39 .83 .81 ,615 .94 

5.07 4.02 4.78 3.46 3.23 3.11 

4.8% j 4.5% 5.0% 5.6% 5.1% 4.5% 
CAPITAL STRUCTURE as of 3/31/13 
Total Debt $822.5 mill. Due in 5 Yrs $200 mill. 
LT Debt $691.7 mill. LT Interest $45.0 mill. 

[Total interest coverage: 3 . 3 ~ )  

30.56 31.72 27.14 
5.18 5.00 1 4.94 
2.73 2.39 2.22 
1.68 1.75 1.79 
9.35 3.76 4.91 

26.08 26.70 27.23 
26.58 26.76 26.92 
17.0 19.0 21.1 
1.08 1.19 1.35 

812.1 848.8 730.6 
72.7 63.9 59.9 

40.5% 40.4% 42.4% 
8.9% 7.5% 8.2% 

46.1% 47.3% 48.5% 
53.9% 52.7% 51.5% 

3.6% 3.9% 3.8% 

' 

1284.8 1356.2 1424.7 

27.60 28.15 Revenues persh 29.65 
4.30 4.55 "Cash Flow" persh 5.45 
2.30 2.50 Earnings per sh A i 3.30 
1.83 1.87 Div'ds Decl'd per sh 2.00 
6.10 6.35 Cap'l Spending per sh 7.00 

28.00 29.15 BookValuepersh 0 31.70 
27.00 27.00 Common Shs Outst'g 28.00 

soid fig are Avg Ann'l PIE Ratio 17.0 
Line Relative PIE Ratio 1.15 

Avg Ann'l Div'd Yield 3.3% 

~ 

Profit ($mill) 1 :i: 
37.5% 36.0% Income Tax Rate 31.0% 

48.5% 48.5% LongTerm Debt Ratio 48.0% 
51.5% 51.5% Common Equity Ratio 52.0% 

1530 Total Capital ($mill) 1710 

esrimares 

760 Revenues ($mill) 
67.5 

8.4% 8.9% Net Profit Margin 11.1% 

33.01 
4.34 
2.11 
1.32 
3.48 

21.28 
27.58 
17.0 
.91 

3.7% 
910.5 
58.1 

36.0% 
6.4% 

47.0% 
53.0% 
1108.4 
1373.4 

6.5% 
9.9% 
9.9% 
3.7% 
63% 
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Pension Assets-12l12 $249.6 mill. 

Pfd Stock None 

Common Stock 26,948,572 shares as of 4/26/13 

MARKET CAP $1.2 billion (Mid Cap) 
CURRENT POSITION 2011 2012 3/31/13 

Oblig. $435.9 mill. 2055 2135 Net Plant ($mill) 1 2400 
4.5% 5.5% Return on Total Cap'l ' 5.5% 
8.5% 8.5% Return on Shr. Equity 1 10.5% 
8.5% 1 8.5% (Return on Com Equity 10.5% 
1.5% 2.0% Retained to Com Eq 4.5% 
80% 75% All Div'ds to Net Prof 60% 

TKrm 
52% 1 59% 61% I 73% I 80% 

(WILL.) 
Cash Assets 5.8 8.9 8.3 

342.9 274.8 239.9 Other 
Current Assets 348.7 283.7 248.2 
Accts Payable 86.3 85.6 77.0 
Debt Due 181.6 190.3 130.8 

146.6 92.5 94.3 Other 
Current Liab. 414.5 368.4 302.1 

- _ _ -  

--- 

itural ( 
~ 

s Co dtstnbutes natural gas to Owns local underground storage Rev breakdown residential. 
90 communities, 681,000 customers, in Oregon (90% of customers) 
and in southwest Washington state. Principal cities served: Portland 
and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill. 
(77% in OR). Company buys gas supply from Canadian and U.S. 

59%; commercial, 29%; industrial, gas transportation, and other, 
12%. Employs 1,092. BlackRock Inc. owns 8.2% of shares; officers 
and directors, 1.8% (4/13 proxy). CEO: Gregg S. Kantor. Inc.: 
Oregon. Address: 220 NW 2nd Ave.. Portland, OR 97209. Tele- 
ohone: 503.226421 1.  Internet: www.nwnatural.com. producers; has transportation rights on Northwest Pipeline system. 

Northwest Natural Gas started the Fix. Chg. Cov. 334% 329% 667% 
ANNUAL RATES Past Past Est'd ' IO-'12 
ofchange(persh) 10Yn. SYrs. to'16-'18 
Revenues 2.0% -4.0% Nil 
"Cash Flow" 3.0% 1.0% 1.5% 
Earnings 3.5% 0.5% 5.0% 
Dividends 3.5% 4.5% 2.5% 
Book Value 4.0% 4.0% 3.0% 

Gal. QUARTERLY REVENUES ($ mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 286.5 162.4 95.1 268.1 812.1 
2011 323.1 161.2 93.3 271.2 848.8 
2012 3f7.5 106.6 89.8 229.5 730.6 
2013 227.9 125 85 307.1 745 
2014 305 130 85 240 760 
Gal- EARNINGS PER SHAREA FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 1.64 .26 d.28 1.11 2.73 
2011 1.53 .08 d.31 1.09 2.39 
2012 1.51 .05 d.39 1.05 2.22 
2013 1.40 .10 d.30 1.05 2.30 
2014 1.55 .15 d.30 f.10 250 

tal. QUARTERLY DIVIDENDS PAIDB= ~ u l l  
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 ,395 ,395 ,395 ,415 1.60 
2010 ,415 ,415 ,415 ,435 1.68 
2011 ,435 ,435 ,435 ,445 1.75 
2012 ,445 ,445 ,445 ,455 1.79 
2013 ,455 ,455 

decided, as is a system integrity program. 
year on a good note. Earnings were All of these cases would be beneficial to 
$1.40 a share. Though this is a decrease long-term earnings, but likely won't con- 
from 2012 first-quarter earnings, two rules tributre to results in the short term. The 
were approved in  the fourth quarter in a improved housing and natural gas vehicle 
decoupling rates case, that will cause trends may provide a tailwind to long-term 
much less seasonality in earnings. The earnings growth. 
rules should help second- and third- The balance sheet continues to be 
quarter results. Higher natural gas gross strong. Northwest Natural Gas has an 
margins, lower bad-debt expenses, and a n  "A" rating for Financial Strength and 
improved Portland housing market all shareholder equity continues to grow. 
helped the bottom line. Management Cash flow will likely be spent on the divi- 
thinks margins should strengthen in the dend, which is  steadily growing. Though 
second and third quarters, based on the payout growth is  expected to lag the indus- 
new rules, and reaffirmed its annual earn- try, the yield remains solid. That said, the 
ings target of $2.15-$2.35 a share. Cur- rising share count could eventually be a 
rently, the base-rate case changes are  drag on earnings per share and dividend 
causing earnings volatility, but we expect growth. 
greater clarity after second-quarter results Northwest Natural Gas shares have a 
are reported. 2012 fourth-quarter earnings Timeliness rank of 4 (Below Average). 
were in  line with our estimates. The shares are expected to lag the broader 
The company has many outstanding market, but do enjoy the highest Price 
rates cases, which could affect the Stability rating. Also, capital appreciation 
second half of the year. One i s  a new potential is below average. This stock 
utility tariff, which would allow the com- remains a solid choice for a n  income- 
pany to provide consumers with com- seeking investor, but has  little appeal to 
pressed natural gas, mainly for fleet use. 
The prepaid pension case rate is still being June 7, 2013 
vtdends historically paid in mid-February, (D) Includes intangibles. In 2012: $387.9 mil- Company's Financial Strength A 
4uaust. and November. lion, $14.41/share. Stock's Price Stability 100 

all others. 
John E. Seibert I11 

k i d  reinvestment olan available. I I Price Growth Persistence 55 
I ~ 

~~ ~ ~ 

millions. , .  . . .  
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Q4 of 2012. I Div'd reinvest. plan available; 

2012: $597.2 million, $8.27/share. 
5% discount. (D) Includes deferred charges. In 

(E) In millions, adjusted for stock split. . . . . . . . . . . .  , .  

Company's Financial Strength B++ 
Stock's Price Stability 100 
Price Growth Persistence 60 
Earnings Predictability 95 
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7.25 Cap'l Spending per sh 7.25 
16.10 Bookvalue persh 17.60 
76.00 Common Shs Outst'g E 76.00 

es Avg Ann'l PIE Ratio 18.0 
ine Relative PIE Ratio 1.20 

Avg Ann'l Div'd Yield 3.9% 

1275 Revenues ($miil)A 1395 
135 Net Profit (Smill) 145 

25.0% Income Tax Rate 25.0% 
10.5% Net Profit Margin 10.5% 
47.5% Long-Term Debt Ratio 
52.5% Common Equity Ratio % 

2325 Total Capital ($mill) 1 2590 
3300 Net Plant (Smill) ~ 3600 
7.5% Return on Total Cap'l 7.5% 

11.0% Return on Shr. Equity 11.0% 
11.0% Return on Com Equity 3 
3.0% Retained to Com Eq 3.0% 
72% lAll Div'ds to Net Prof 72% 

IeS 

1.32 I 1.28 

17.9 1 19.2 
.95 1.04 

3.8% 3.9% 

1761.1 1 1924.6 
101.3 1 97.2 

lmont Natural ( 

. .  .~ ~ 

4.8%/ 4.0%/ 4.1%1 5.0%/ 4.5%1 4.6% 

IAPITAL STRUCTURE as of 1/31/13 2089.1 
110.0 

36.3% 
5.3% 

47.2% 
52.8% 
1681.5 
2240.8 

__ 
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~ 

8.2% 
12.4% 
12.4% 
3.9% 
69% 

__ 

1638.1 
122.8 

28.5% 
7.5% 

44.1% 
55.9% 
1660.5 
2304.4 
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13.2% 
4.8% 
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rota1 Debt $1505.0 mill. Due in 5 Yrs $175.0 mill. 
-T Debt $875.0 mill. 
LT interest earned: 4 .1~;  total interest coverage: 
3.4x) 

LT Interest $46.1 mill. 

'ension Assets-1OH2 $296.5 mill. 

Jfd Stock None 

Common Stock 72,520,220 shs. 
BS of 3/4/13 
MARKET CAP $2.5 billion (Mid Cap) 
CURRENT POSITION 2011 2012 1/31/13 

Cash Assets 6.8 2.0 10.6 
279.2 303.6 445.1 Other 

Current Assets 286.0 305.6 455.7 

Oblig. $333.7 mill. 

($MILL.) 

--- 

72% 1 73% 1 72% 

manly a regu- years. Non-reg led ooerations: sale of gas-Dowered heating s Company is 
lated natural gas distributor, serving over 9762 
North Carolina, South Carolina, and Tennessee. 2012 revenue mix: 
residential (48%), commercial (27%), industrial (9%), other (16%). 
Principal suppliers: Transco and Tennessee Pipeline. Gas costs: 
48.7% of revenues. '12 deprec. rate: 2 9%. Estimated plant age: 10 

Piedmont Natural Gas is off to a solid 
start this year. Indeed, the company's 
top line increased approximately 9.5% due 
to customer growth and a boost in volume 
deliveries in  the residential, commercial, 
and industrial markets as a result of 
colder weather patterns. Additional bene- 
fits stemmed from increased transporta- 
tion services in the power generation mar- 
kets and higher ancillary sales. On the 
margin front, a rise in cost of goods sold 
was partially offset by a decline in operat- 
ing expenses. The bottom line also 
benefited from a rise in other income and 
a drop in utility interest charges. Com- 
bined, these factors caused the January- 
period earnings to advance 12.5%, to $1.18 
a share. This was in line with our previous 
estimate. Therefore, 
We have left our fiscal 2013 share-net 

- .  
customers in eouioment: natural gas brokerina; Dropane sales. Has about 1 , 7 g  

empioyees. Off./dir.own about i .2% of common stock, BlackRock; 
7.5% (1H3 proxy). Chrmn., CEO, 8 Pres.: Thomas E. Skains. Inc.: 
NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele- 
phone: 704-364-3120. Internet: www.piedmontng.com. 

line later this year (see below). 
The balance sheet is in good shape at 
the moment. The company's cash 
reserves have increased more than five- 
fold, so far this year, to roughly $10.6 mil- 
lion. Meanwhile, management has  also 
trimmed the long-term debt load by about 
10%. That figure represents a relatively 
modest portion of Piedmont's capital struc- 
ture. What's more, the  board recently ap- 
proved a hike in  the quarterly dividend of 
about 3.5% on a sequential basis, to $0.31 
a share. 
An active pipeline of capital projects 
augurs well for prospects. Piedmont 
has  $550 million to $600 million 
earmarked for expansion programs. Of 
that ,  $250 million is  set for system in- 
tegrity upgrades. Also, the Sutton power 
generation delivery project is on schedule 
to be in service in June. 
At the moment, these good-quality 
shares appear to be fairly valued. 
However, they may appeal to conservative, 
income-seeking accounts, thanks to their 
above-average dividend yield, top mark for 
Price Stability, and solid Safety rank. 
Brvan J. Fong June 7, 201: 

Accts Payable 129.7 142.0 150.7 
Debt Due 331.0 365.0 630.0 

73.4 85.6 105.9 Other 
Current Liab. 534.1 592.6 886.6 
Fix. Chg. Cov. 323% 325% 325% 
ANNUAL RATES Past Past Est'd '10-'12 
ofchange(persh1 fOYrs 5Yrs. to'16-'1! 
Revenues 3.0% -4.5% -.5% 
Cash Flow" 5.0% 3.5% 2.0% 

Earnings 5.0% 3.5% 3.0% 
Dividends 5.0% 5.5% 3.0% 
Book Value 5.0% 3.0% 4.0% 

--- 

Fiscal QUARTERLY REVENUES ($ mill.)A 
::$: Jan.31 Apr.30 Jul.31 013.31 
2010 673.7 472.9 211.6 194.1 
2011 652.0 392.6 197.3 192.0 
2012 471.8 308.4 161.2 181.4 
2013 515.9 330 180 199.1 
2014 530 345 190 210 
Fiscal EARNINGS PER SHARE A B  ::!: Jan.31 Apr.30 Ju1.31 Oct.31 
2010 1.14 .65 d.13 d.13 
2011 1.16 .66 d.12 d.13 
2012 1.05 .70 d.06 d.03 
2013 1.18 .70 d.09 d.09 

1122.8 

Fisca 

1.70 
estimate unchanged at $1.70. This falls 
toward the lower end of the company's 
guidance range of $1.67-$1.77, which man- 
agement recently reiterated. Additionally, 
i t  would represent a n  earnings advance of 
about 2.5%. This should be supported by 
continued customer additions, as well as 
canital Droiects that  are  slated to come on r--- 1 - J - ~ ~  
. .~ 
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'08. $0.31; '09, ($0.44); ' I O ,  ($0.47); '11, 
'12, ($0.06). Earnings may not sum due 

nding. Next egs. report due in August. 
v'ds oaid earlv Aoril. Julv. Oct.. and late 

Dec. = Div. reinvest. plan avail. (C) Incl. reg. Company's Financial Strength B+ t  
assets. In 2012: $352.7 mill,, $11.14 per shr. Stock's Price Stability 100 
(D) In mill., ad]. for spllt. Price Growth Persistence 90 

Earninqs Predictability 90 
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4.60 
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30.55 
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170 
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1 yr. 29.4 18.4 
3yr. 49.7 37.6 
5vr. 97.6 66.4 m 

2003 
26.34 
2.24 
1.37 
.78 

2.36 
11.26 
26.46 
13.3 
.76 

4.3% 

696.8 
34.6 

5.0% 
50.8% 
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__ 

m 2005 
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CAPITAL STRUCTURE as of 3/31/13 
Total Debt 5874.8 mill. Due in 5 Yrs $429.1 mill. 
LT Debt $601.4 mill. LT Interest $15.0 mill. 
[Total interest coverage: 5 . 6 ~ )  

Pension Assets-12/12 $150.2 mill. 

Pfd Stock None 

Common Stock 31,960,311 common shs 
as of 5/1/13 

Oblig. $224.4 mill. 

MARKET CAP: $1.9 billion (Mid Cap) 
CURRENT POSITION 2011 2012 3/31/13 

($MILL.) 
Cash Assets 
Other 
Current Assets 
Accts Payable 
Debt Due 
Other 
Current Liab. 
Fix. Chg. Cov. 
ANNUAL RATES 
of change (per sh) 
Revenues 
"Cash Flaw" 
Earnings 
Dividends 
Book Value 

h Jersey Industnes. Inc. 
i Jersey Gas Co., di 

, a holc g company. Its rsev I erav. South Jersev Resource ;roue. 7.5 4.6 1.3 
333.1 390.2 440.3 
340.6 394.8 441.6 
153.7 193.3 217.5 
323.6 363.9 273.4 
110.7 94.6 106.1 
588.0 651.8 597.0 
505% 579% 486% 

Past Past Est'd '10-'12 
1OYrs. 5Yrs. to'16-'18 
5% -3.5% 3.5% 

8.5% 7.5% 7.0% 
9.5% 6.5% 8.0% 
7.5% 10.0% 8.5% 

10.0% 7.0% 6.5% 

~-~ 

--- 

ibutes natural aas to Manna Enerav. and south k . e v  Enerqv S&ce Plus Has 700 
customers in New Jersev's southern counties, "which emDlovees. Eff Idir. control 1.0%- of common shares; BlackRock 

covers about 2,500 square miles and includes Atlantic City. Gas 
revenue mix '12: residential, 37%; commercial, 18%: cogeneration 
and electric aeneralion. 21%; industrial, 24%. Non-utility operations 

Inc:, ?So/. (3113 proxy). Chrmn. 8 CEO: Edward Graham. Inc.: NJ. 
Address: 1 South Jersey Plaza, Folsom, NJ 08037. Telephone: 
609-561 -9000. Internet: www.sjindustries.com. 

South Jersey Industries reported un- 
impressive performance for the first 
quarter. Revenues and share earnings 
both declined, on a year-over-year basis. 
The company's utility operations posted a 
modest bottom-line advance. Results here 
benefited from residential customer 
growth, but a seasonal increase in  the 
reserve for doubtful accounts related to ab- 
normally c$d weather in ... MarFh . provided 

celerated infrastructure investment pro- 
gram that permits investment of up  to 
$14 1.2 million during this time frame. 
The nonutility operations may well 
improve somewhat. The Retail Energy 
business should gain from new projects 
coming online. Demand for renewable and 
gas-fired energy projects remains strong. 
Elsewhere, the Wholesale Energy business 
will likely continue to face challenges, due .. . T T  

Full 
Year 

925.1 
828.6 
706.3 
760 
850 
Full 
Year 
2.70 
2.89 
3.03 
3.15 
3.35 
Full 
Year 

1.22 
1.36 
1.50 
1.65 

- 

- 

- 

- 

- 

tal- QUARTERLY REVENUES ($mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 329.3 151.6 160.7 283.5 
2011 331.9 160.5 137.6 198.6 
2012 274.8 121.9 112.0 197.6 
2013 255.6 f30 130 244.4 
2014 280 150 150 270 
tal- EARNINGS PER SHARE A 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 1.49 .24 .10 .87 
2011 1.63 .20 .O l  1.05 
2012 1.65 .28 .13 .98 
2013 1.52 .35 .20 1.08 
2014 1.60 .38 2 2  1.15 
tal- QUARTERLY DIVIDENDS PAID 6. 

endar Mac31 Jun.30 Sep.30 Dec.31 

2010 - -  ,330 ,330 ,695 

2012 - -  ,403 ,403 ,845 

2009 - -  ,298 ,298 ,628 

2011 - -  ,365 ,365 ,768 

2013 _ -  ,443 

business development initiatives related to 
Marcellus Shale marketing and producer 
services should pay off. Also, the repricing 
or  restructure of storage leases ought to 
afford significant benefits to ongoing 
wholesale marketing operations. 
We project steady growth in earnings 
and dividends from the company in 
the coming years. Moreover, South Jer- 
sev earns good marks for Safetv. Price 

Retail Energy and the Wholesale Energy 
businesses experienced weakness. 
South Jersey Gas should post healthy 
results going forward. The utility has 
over 359,000 customers in southern New 
Jersey (including Atlantic City). Natural 
gas remains the fuel of choice here, and 
the utility ought to further benefit from 
customer interest in converting from other 
sources of fuel. Moreover. mending on in- 

A) Based on GAAP egs. through 2006, ecc- 
lomic E; 18, $2.58; egs. '09, thereafter. $1.94: ' IO ,  GAAP $2.22; EPS: '11, '07, $2.97; $2.10; $0. 

12, $2.97. Excl. nonrecur. gain (loss): '01, 



SOUTHWEST GAS N Y S E - ~ ~ ~  

4 4 % /  3 8 % /  31%1 42% 1 38% I 36% 
:APITAL STRUCTURE as of 3/31/13 
.otal Debt $1256.0 mill. Due in 5 Yrs $198.2 mill. 
.T Debt $1250.8 mill. 
Total interest coverage: 3 . 2 ~ )  (49% of Cap'l) 
.eases, Uncapitalized Annual rentals $7.0 mill. 
'ension Assets-12/12 $645.0 mill. 

'fd Stock None 

LT Interest $70.0 mill 

Oblig. $962 5 mill. 

;ommon Stock 46,328.592 shs 
IS of 5/1/13 

AARKET CAP $2.2 billion (Mid Cap) 
XIRRENT POSITION 2011 2012 3/31/13 

:ash Assets 21.9 25.5 33.1 
439.7 432.9 337.1 !ther 

,went Assets 461.6 458 4 370.2 

($MILL.) 

_ _ _ - -  

iccts Payable 
)ebt Due 
Xher 
:went Liab. 
-ix. Chg. Cov. 
4NNUAL RATES 
if change (per sh) 
!evenues 
Cash Flow" 
ramings 
lividends 
3ook Value 

Gal. QUARTERLY REVENUES ($ mill.) FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 668.8 385.8 307.7 468.1 1830.4 
2011 628.4 388.5 352.6 517.7 1887.2 
2012 657.6 409.8 371.8 488.6 1927.8 
2013 613.5 425 390 546.5 1975 
2014 660 440 410 565 2075 

Gal- EARNINGS PERSHARE* FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 1.42 d.02 d.11 .98 2.27 
2011 1.48 .09 d.34 1.19 2.43 
2012 1.70 d.08 d.09 1.34 2.86 
2013 1.73 .08 d.15 1.29 2.95 
2014 1.80 .lO d.15 1.35 3.10 

Gal. QUARTERLY DIVIDENDS PAID B=t FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 ,225 ,238 ,238 ,238 .94 
2010 ,238 ,250 ,250 ,250 .99 
2011 ,250 ,265 ,265 ,265 1.05 
2012 ,265 ,295 ,295 ,295 1.15 
2013 ,295 .33 

L .... 
- 
11111111 2003 
35.96 
5.11 
1.13 
.82 

7.03 
18.42 
3423 
19.2 
1.09 

3.8% 
1231.0 

38.5 
30.5% 
3.1% 

66.0% 
34.0% 
1851.6 

~ 

__ 
~ 

- 

- 

~ 

__ 

2175.7 
4.2% 
6.1% 
6.1% __ 
1.7% 
72% 
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m 
2004 

40.14 
5.57 
1.66 
.82 

8.23 
19.18 
36.79 
14.3 
.76 

3.5% 
1477.1 

58.9 
34.8% 
4.0% 

64.2% 

1968.6 
2336.0 

~ 

~ 

~ 

~ 

- 

__ 

~ 

35.8% 
~ 

__ 
5.0% 
8.3% 
8.3% 
4.3% 
49% 

__ 

- 

- 
28.1 
23.5 

.......... - m 2005 
43.59 
5.20 
1.25 
.82 

7.49 
19.10 
39.33 

20.6 
1.10 

3.2% 
1714.3 

48.1 
29.7% 

63.8% 

2076.0 
2489.1 

4.3% 
6.4% 
6.4% 
2.2% 
65% 

~ 

~ 

__ 

- 

~ 

2.6% __ 

36.2% 
~ 

__ 

~ 

BUSINESS: Southwest 

8.9% 8.5% 5.9% 7.9% 8.9% 9.2% 10.2%/ 9.5% 
5.2% 4.8% 2.1% 4.1% 5.1% 5.3% 5.5% 
42% 44% 63% 48% 43% 43% ::; ~ 44% 

#as Corporation is a regulated gas dis- therms Sold PnMent Ba 
tributor serving approximately 1.9 million customers in sections of 
Arizona, Nevada, and California. Comprised of two business seg- 
ments: natural gas operations and construction services. 2012 mar- 
gin mix: residential and small commercial, 85%; large commercial 
and industrial. 4%: transoortation. 11%. Total throuahout: 2.1 billion 

Southwest Gas reported marginally 
improved share net for the first 
quarter. The top line declined somewhat 
for the  period. But  cost of gas  sold and 
construction expenses declined nicely, and 
share net advanced modestly. Net income 
for the natural gas segment was roughly 
equivalent to the prior-year quarter, while 
construction services subsidiary NPL expe- 
rienced a nice improvement. 
Top-line performance may prove 
somewhat more favorable in the com- 
ing quarters. The utility operations will 
probably benefit from modest customer 
growth and higher rates (a $7 million an- 
nualized increase in  Nevada should boost 
results). NPL should continue to experi- 
ence healthy demand, considering the 
need to replace aging infrastructure. More- 
over, efforts to control operating expenses 
ought to support the  bottom line. Overall, 
we look for a relatively modest advance in 
revenues and share earnings for the com- 
pany for full-year 2013. 
Southwest Gas remains active on the 
regulatory front. I t  has  filed a general 
rate case application with the California 
Public Utilities Commission requesting a 

3 yr. 77.2 37.6 
5y. 1 0 5 2  

3230 Bookvalue per sh 36.00 
48.00 Common Shs Outst'g 50.00 

r~ am Avg Ann'l PIE Ratio 
h e  Relative PIE Ratio 

Avg Ann'l Div'd Yield 'res 

6.5% Return on Total Cap'l 
9.5% Return on Shr. Equity 
9.5% Return on Com Equity 
5.5% Retained to Com Eq t 45% All Div'ds to Net Prof 

1.00 
2.8% 

2500 
190 

35.0% 
7.6% 

48.5% 
51.5% 

3500 
3750 

10.5% 
10.5% 
6.0% 
43% 

- 

~ 

~ 

~ 

~ 

7.0% 

~ 

:, 7/96. Has 6,015 employees. Off. 8 Dir. 
own 1.5% of common stock; BlackRock Inc., 8.2%; GAMCO Inves- 
tors, Inc., 7.5%; T. Rowe Price Associates, Inc., 6.7% (3113 Proxy). 
Chainan: Michael J. Melarkey. CEO: Jeffrey W. Shaw. Inc.: CA. 
Address: 5241 Spring Mountain Road, Las Vegas, Nevada 89193. 
Telephone: 702-876-7237. Internet: www.swgas.com. 

total revenue increase of about $11.6 mil- 
lion. Hearings on the general ra te  case are 
expected for the third quarter, with new 
rates proposed to take effect in January, 
2014. The company's focus on this matter 
is important, as it depends on such ap- 
proved revenue increases to help i t  adjust 
to greater costs and as compensation for 
investment in infrastructure. 
The stock is not without risk. The corn- 
pany will probably continue to incur 
greater operating costs as it expands. 
Moreover, insufficient, or lagging, rate 
relief could hurt  performance a t  the core 
utility business. 
This issue is ranked to track the 
broader market for the coming six to 
12 months. This equity is not a standout 
for total return potential either, at this 
juncture. We do expect steady growth in  
earnings and dividends going forward. 
Moreover, Southwest Gas earns good 
marks for Price Stability and Earnings 
Predictability. However, all this appears to 
be partly reflected in the recent quotation. 
Moreover, the stock's dividend yield is be- 
low average for a utility. 
Michael Napoli, CFA June 7, 2013 

I L) Hasea on avg. snares outstana. tnru Y I ,  
en diluted. Excl. nonrec. gains (losses): '97, 
jd: '02. f10d): '05. flldi: '06. 76. Eaminas 

aue eany August. (a) uivlaenas nistoncaliy 
paid early March, June, September, and De- 
cember. .t Div'd reinvestment and stock our- 

Lompany s rinanciai atrengtn B 
Stock's Price Stability 100 I Price Growth Persistence 90 

may not'sumdue to iounding. Next egs. report I chase pian avail. (C) In millions. 
0 2013, Value Line PuMishin LLC All ri hts reserved. Factual material is oMained lrm sources believed to be reliable and is provided without wananties d any kind 
THE PUBLISHER IS NOT RESbONSlBLE ?OR ANY ERRORS OR OMISSIONS HEREIN. This plblication is strlctly fM subscriber's own. non-commercial. internal use. NO part 
of 1 may be repoduced. resdd, 5 1 ~ e d  M uansmmed In any pinted. eJeNanic M other fmn. 01 used b generaung M marketing any pinted M electlORC wbkcatlan. servlce M oroduct. 
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2006 
53.96 
3.84 
1.94 
1.35 
3.27 

18.86 
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15.5 
.84 

4.5% 

2637.9 
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39.0% 
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60.4% 
1526.1 
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estimates 

:APITAL STRUCTURE as of 3/31/13 
rota1 Debt $773.8 mill. Due in 5 Y n  $1 12.0 mill. 
.T Debt $554.7 mill. LT Interest $36.4 mill. 
LT interest earned: 6.2~;  total interest coverage: 
i . 7 ~ )  
'ension Assets-9/12 $1,108.9 mill. 

'referred Stock $28.2 mill. Pfd. Div'd $1.3 mill. 
Oblig. $1,417.2 mill. 

:ommon Stock 51,705,892 shs. 
IS of 4130113 

dARKET CAP: $2.3 billion (Mid Cap) 
:URRENT POSITION 2011 2012 3/31/13 

($MILL.) 
:ash Assets 4.3 10.3 9.7 

720.4 822.5 896.0 Ither 
:urrent Assets 724.7 832.8 905.7 
k c t s  Payable 279.4 270.4 298.7 
Iebt  Due 116.5 247.7 219.1 

1808  238.9 276.2 Xher 
:urrent Liab. 576.7 757.0 794.0 

--- 

_ _ _ - -  

IS. Inc. vides energy re ; the Darent of Washinaton Gas ed Droducts in the D.C. metro area: V BUSINESS: WGL Hold 
Light. a natural gas di! butor in Washington, D.C. and-adiacent Energy Sg design&talls comm'l heating, ventilating. and air 

cond. systems. State Street Global owns 9.3% of common stock; 
Off./dir. less than 1% (1/13 proxy). Chrmn. 8 CEO: Terry D. McCal- 
lister. Inc.: D.C. and VA. Addr.: 101 Const. Ave., N.W., Washington, 
D.C. 20080. Tel.: 202-624-641 0. Internet: w.wglholdings.com. 

marketing, and commercial energy system 
divisions. Offsetting factors stem from 

areas of VA and MD to resident'l and c & d l  users (1,094,109 
meters). Hampshire Gas, a federally regulated sub., operates an 
underground gas-storage facility in WV. Non-regulated subs.: 
Wash. Gas Energy Svcs. sells and delivers natural gas and pro- 

WGL Holdings posted better-than- 
exDected financial results for the 

:ix. Chg. Cov. 535% 535% 535% 
INNUAL RATES Past Past Est'd ' I O - ' I 2  
i fchangejpersh)  10Yn. 5Yn. to'16-'18 
ievenues 6.0% 0.5% 1.0% 
Cash Flow" 3.5% 1.5% 2.5% 
zarnings 4.0% 3.0% 3.5% 
lividends 2.0% 3.0% 3.0% 
3ook Value 4.0% 4.5% 4.0% 
Fiscal QUARTERLY REVENUES ($ mill.)A Full 
Year 
Ends Dec.31 Mar.31 Jun.30 ~ e p . 3 0  E.; 
2010 727.4 1056 459.7 465.1 2708.! 
2011 795.9 1017 490.3 448.1 2751.! 
2012 727.7 839.5 438.3 419.8 2425.: 
2013 686.7 891.4 475 446.9 2500 
2014 705 910 495 465 2575 
Fiscal EARNINGS PER SHARE A Full 
Year 
Ends Dec.31 Mar.31 Jun.30 ~ep .30  ',& 
2010 1.01 1.64 d.07 d.29 2.2i 
2011 1.02 1.53 d.03 d.27 2.21 
2012 1.13 1.58 .08 d.11 2.6t 
2013 1.14 1.75 d.04 d.30 2.5! 
2014 1.18 1.77 d.02 d.28 26! 

Gal- QUARTERLY DlYlDENDSPADC. FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 

2009 .36 .37 .37 .37 1.47 
2010 .37 ,378 ,378 ,318 1.50 
2011 ,378 .39 3 9  3 9  1.55 
2012 3 9  .40 .40 .40 1.59 
2013 .40 .42 

i) Fiscal years end Sept. 30th. (15 
I) Based on diluted shares. Excludes non- ch; 
!curring losses: '01, (13$); '02, (34$); '07, rep 
.th '08. (146) discontinued operations: '06, Dai 

March period. Indeed, the company's top 
line increased approximately 6%, on a 
year-over-year basis. This reflected nicely 
higher revenue contributions from the util- 
ity division, which were partially offset by 
a year-to-year decline in volumes at the 
nonutility segment. The regulated utility 
business benefited from an increase in 
average active customer meters; favorable 
effects of changes in natural gas consump- 
tion patterns due to shifts in the weather; 
and a reduction in customer delinquencies 
and charge-offs. Meanwhile, on the margin 
front, overall operating expenses declined 
100 basis points as a percentage of the top 
line. All told, WGLs bottom line advanced 
almost 11%, to $1.75 a share. This was a 
fair amount higher that we had previously 
anticipated. Consequently, 
We have raised our 2013 and 2014 
earnings estimates by a dime and 
nickel, to $2.55 and $2.65 a share, 
respectively. This would still represent 
a n  annual decline of almost 5% for this 
year. On the plus side are  good contribu- 
tions at the regulated utility, retail energy 

weakness at the Gholesale energy solu- 
tions unit, as well as rising costs in other 
areas of WGLs business. Meanwhile, our 
call is slightly above the high end of man- 
agement's recently raised guidance range 
of $2.42-$2.54 for the year. 
A pending rate case augurs well for 
prospects. Early in  the  fiscal third 
quarter, the company filed a rate case with 
the Maryland Public Service Commission 
requesting a revenue increase of $30.7 mil- 
lion to compensate for rising costs associa- 
ted with pipeline replacement and higher 
operating and maintenance expenses. 
Alternative-energy projects are also a 

lus. Washington Gas Energy Services 
b G E S )  is . providing 100% wind energy to 
DC's Union Station. Also, WGES is provid- 
ing power for a new community power 
project that  allows communities to use 
thier collective buying power to shift to 
clean energy while reducing costs. 
The yield on these shares is a bit 
above the group average, but total re- 
turn potential is below average. 
Bwan J. Fong June 7. 2013 - Y Y 

Qtly egs. may not sum to total, due to ber. Dividend reinvestment plan available. Company's Financial Strength A 
e in shares outstanding. Next earnings (D) Includes deferred charges and intangibles. Stock's Price Stability 100 
diie late .lulv IC\ Dividends historicallv '12: $610.8 million. $1 1.93sh Price Growth Persistence ... .. , . ~  .... ._ .. 

. . . . .  
2013, Value Line Publishin LLC All ri hts reserved. Factual material is oMained from sources @eyed lo be rdiable and is prmded wimautwaranties d any kind. 

THE PUBLISHER is NOT RE~PONSIBLE !OR ANY ERRORS OR OM~SS~ONS HEREIN f i l s  publicahon is strictly fM subscnbw's own. non-commercial. internal use. NO pan 
01 I may be reproduced, resdd. stat4 a Uannntfted in any pinted. electronic or ciher fmn. or used for generating or marketing any printed a declronic pubkcallon. s m c e  M poduct. 

, , !aAy February. May, August, and Novek- I (E) In millions, adjusted forstock split. 
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ZACKS RANK. JHOLD 3 American Water Works Co Inc: (NYSE: AWK) 
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Full Company Report 

AMER WATER is the largest investor-owned U S water and wastewater utility company With headquarters in Vmrhees. N J , 
the company employs nearly seven thousand dedicated professionals who provide dnnking water, wastewater and other related 
services to approximately 15 6 million people in 32 states and Ontario. Canada 

Get Full Company Report for 

AMER WATER WORK 
1025 LAUREL OAK ROAD 
VOORHEES. NJ 08043 
Phone 856-346-8200 
Fax 856.346.8360 
Web http ~/ww amwater com 
Email NA 

Industry UTIL-WATER SPLY 
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Fiscal Year End December 
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20 Day Mowng Aerage 958 5m 38 
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% Price Change 

4 W e k  -5 33 

4 51 12 Wek 

YTD 9 45 
-" 

Share Information 

Shares Outstanding (milLoms) 177 70 

Matket Capitaleation (mllions) 7,031 63 

Short Ratio 0 88 

Last Split Date NA 

EPS  TI^^ 

Current Quarter EPS Consensus Estimate 0 62 
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% Price Change Relative to SBP 500 
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Dividend Information 
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Book Value 
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Zacks lnvestment Research 
is an A+ Rated BBB 
Accredited Business. 
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At the center of everything we do is a strong comritment to indepenjent research and shanng its prditable disoveries with investors. This dedcation to giung invest015 a trading 
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American Sts Wtr Co: (NYSE: AWR) 

$52.00 8%) Volume 158,904 Jun 21 02:40 PM ET 

Ful l  Company Report  

Amencan States is a public utility company engaged pnnupaliy in the purchase, production. distnbution and sale of water The 
company also distnbutes electncity in some communities In the customer service areas for both water and electnc. rates and 
operations are Subject to the junsdlction of the California Public Utilrtres Commission 

ZACKS RANK zaw 9 

Get Full Cmpany Report for 

AMER STATES W R  
630 E FOOTHILL BLVD 
SAN DIMAS, CA91773-9016 
Phone 9093943600 
Fax 909-394-071 1 
Web http //ww aswater com 
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-" 
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% Price Change Relative to SBP 500 

2 78 4 Week 

8 95 12 Week 

YTD -2 88 

- I  _ _  
- I  "_ 

Dividend Information 
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Book Value 
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Accredited Business. 
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California Wtr Svc Group: (NYSE: CWT) 
$18.95 -a$ $2 8-1 66 Volume 296,620 Jun 21 02:43 PM ET L l g 3  Ll; ' 

Full Company Report  

California Water Service Company's business. which is camed on through tts operating subsidianes, consists of the production 
purchase, storage, punfication distnbution and sale of water for domestic. industnal, public and imgation uses, and for fire 
protection It also provides water related services under agreements with muniupalities and other pnvate companies The 
nonregulated services include full water system operation, and billing and meter reading services 
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1720 N FIRST ST C/O CALIFORNIA WATER SERVICE CO 
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Email klichtenberg@calwater com 
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Conn Water Sew: (NASD: CTWS) ZACKS RANK: 3HOLD 3 

$28.29 0.fjmo (0.14%) Volume 76,577 Jun 21 0188 PMET 

Full Company Report 

Connecticut Water Service, Inc , is a non-operating holding company whose income comes solely from its subsidianes The core 
business is water service to people throughout towns in Connecticut and Massachusetts 

Get Full Company Report for 

CONN WATER SVC 
93 W MAIN ST 
CLINTON, CT 06413 
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Middlesex Water Go: (NASD: MSEX) 

$19.27 -9 il? f-0 35':) VO~Ume 44,914 Jun 21 0230 PM ET 

ZACKS RANK ISTRONG BUY Tl't 
n n r -  

"Zl u 
Full Company Report  

Middlesex Water Company treats, stores and distributes water for residential. commerual, industnal and fire prevention 
purposes 

Get Full Company Report for Erikr  Srrn'J~I & 

MIDDLESEX WATER 
1500 RONSON RD P 0 BOX 1500 
ISELIN. NJ 08830 
Phone: 7326341500 
Fax: 732-7505981 
Web. h t t p Y l w  middiesexwater corn 
Email: bsohler@middlesexwater.corn 

Industry UTIL-WATER SPLY 

Sedor Utilities 

Fiscal Yez End December _ _ -  
Last Repa-ted Quartel 03/31 /20 13 

Ne* EPS Date 08/08/2013 
I- 

Zacks Rank 

Yesterday's Close 
- 

19 28 -_ 
52 Wek High 20 06 

52 W e k  LON 1748 

Beta 0 47 

20 m y  Movlng A w q e  30.428 50 

Target Pnce Consensus 21 00 

% Price Change 

-2 13 4 Week 

17 Wkek -1 23 
_ _  

YTD -0.15 

Share Information 

Shares Outstanding @illions) 15 82 

Maket Capitaleation (mllions) 305 01 

7 18 Short Ratio 

Last SplR Date 11/17/03 
_ _  

Current Quarter EPS Consensus Estimate 

Current Year EPS Consensus Estimate 

0 31 

1 00 

http://www .zacks.com/stock/research/MSEX/company-reports 

COMCAST'S $2.2 
TRILLION NIGHTMARE 

b 6 : i I , 

% Price Change Relative t o  S8P 500 

4 Week 171 

12Week 

YTD 

-2.41 

-12.82 

Dividend Information 

Divldend Yield 3 89% 

Annual Divldend $0 75 

PayoutRatio 0 77 

Chanp in Payout Ratio -0 02 

05/13/2013/$0 19 Last Dvldend Pajout / Amount 

Current (I=Strmg Buy, 5=StrongSell) 

30 Cays Ago 2 00 

2 00 

6/2 1 /20 13 

http://Zacks.com
http://www


MSEX: MIDDLESEX WATER - Full Company Report - Zacks.com Page 2 of 2 

Esbmated Loq-Tern EPS Growth Rate 

Nexl EPS Repolt Date - 

PIE 

Current FY Estmate 1928 

Trailng 12Months -- 19 88 

PEG Ratio NA 

Price Ratios 

1 67 Pnce/Book 

Pnce/Cash Flow 11 85 
___ - 

Price / Sales 268 

Current Ratio 

0331-13 0 49 

1231 -1 2 0 44 

0930-12 0 51 

Net Margin 

0331-13 13 85 

1231-12 1304 

12 87 0930.12 
" _I_ ll_l 

Inventory Turnover 

0331-13 35 87 

12-31-12 35 09 

0930-12 31 22 

0 

7 S u b  
si13 

08MW013 90 Days Ago - 

EPS Growth 

vs PrevlousYear 72 73% 

vs Previous Quarter 11 76% 
"I 

ROE 

8 66 03-31-13 I 

12-31-12 8 00 

09-30.12 7 67 

- II " 

Quick Ratio 

03-31-1 3 0 45 

12-31-12 0 41 

09-3012 0 48 

Pre-Tax Margin 

03-31-13 20.98 

12-31-12 19.73 

09-30.12 - __ 1938 

Debt-to-Equity 

03-31-13 0 72 

0 72 12-31-12 

09-3012 0 73 
- _ _  

Top 3 Stocks for 2013 
\\-,a ",\ I hl"%"k:~qmI L P i 7  

3 Stock Opportunihes That Are Poised To Explode 

Sales Growth 

vs Prevlous Year 14 83% 

vs Prevlws Quarter 0 15% 
I"" 

ROA 

285 0331 -1 3 

1231-12 262 

0930.12 2 52 

- - _I__I" " 

Operating Margin 

0331-13 13 75 

1231-12 12 99 

0930-1 2 12 es 

Book Value 

0331-13 11 52 

1231-12 11 53 

11 53 0930-12 
_I _I" 

Debt to Capital 

41 28 0331 -1 3 

41 54 I 2-31 -I 2 

0930-12 41 75 

- 

- -  

Zacks Investment Research 
IS an A+ Rated BBB 
Accredited Business. 

__I^ ~ ~ . _ ~ _ _ I _  
~ ~ 

Copy.ig'lt 2013 z:1*s ;,:Vef:!',Y;'t Res3xch 

At the center of everything we do is a strong wmmtment to indepenjent research and sharing Rs prditable diwvenes with investors. Thls dedication to giung investom a trading 
advantage led to the creation of our proven Zacks Rank stock-rating system. Since 1986 it hasneirly tnpled the S&P BO with an average p i n  of +26%peryear. These returns cover a 
period from 1986.201 1 and were examined andattested by Baker Tilly. an independentaccounting fin 

Veil performance for nformation about the performance numbers displayed above 

NYSE ard AMEX data is it least 20 minutes ddayed NASDAQ data is at least 15minutesdelayed 

612 1/20 13 
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Sjw Corp: (NYSE: SJW) 

$24.88 -0.44 (-3 74' .I Volume 52,237 Jun 21 ozm PM ET 

Full Company Report  

SJW CORP is a holding company which operates through its wholly-owned subsidianes. San Jose Water Co , SJW Land Co , 
and Western Precision. Inc San Jose Water Co , IS a public utility in the business of providing water service to a population of 
approximately 928,000 people Their service area encompasses about 134 sq miles in the metropolitan San Juan area SJW 
Land Co operates parking facilities located adjacent to the their headquarters and the San Jose area 

ZACKS RANK SSTRONG SELL@ 

Get Full Company Report for Ento. Syinbol 

SJW CORP 
110 W. TAYLOR STREET 
SAN JOSE, CA95110 
Phone: 4082797800 

Web: http://www.sjwater.com 
Email: boardofdirectors@sjwater.corn 

F ~ X :  4oa279-7917 

Industry UTIL-WATER SPLY 

Sedor Utilities 

Fiscal Year End December 

03/31/2013 Last Reputed Quarter 

Neki EPS Date 07/24/2013 

I 

-__ - 

Zacks Rank & 

Yesterdays Close 25 32 

52 W& High 28 11 

52 W e k  Lw 22 56 

0 57 Beta 

20 Cay Mowng Amage 32.153 35 

Tamet Poce Consensus 29 67 

-" I 

- 

% Price Change 

4 W e k  4 85 

12 we& 4 45 

YTD -1 77 

Share Information 

Shares Outstanding ~ i l l i ons)  20 02 

Matket Capitaleation (mllions) 506 91 

11111 4:1 Short Ratio 

03/17/06 
" "  

Last Splt z t e  

EP5 I ~ ~ Q ~ ~ ~ ~ ~ Q ~  

Current Quarter EPS Consensus Estimate 0 26 

% Price Change Relative to S&P 500 

4 k k  -1 11 

12 W e k  -5 60 

-12 62 Y E -  ~ __I_ 

Dividend Information 

Diwdend Yield 2 88% 

Annual Diwdend $0 73 ---- - - " _ _  - 
0 61 

-0 11 

05/02/2013 / $0 18 

-__ Payout Ratlo - _ _  
ChanF in Payout Ratio 

Last Dfvidend Pejout / Amount 

Current (l=Strcng Buy, 5=StrongSell) 1 67 

http://www.zacks.com/stock/research/S JWIcompany-reports 612 1 120 13 
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http://www.sjwater.com
http://www.zacks.com/stock/research/S


SJW: SJW C O W  - Full Company Report - Zacks.com 

I 

I 

i 

Curent Year EPS Consensus Estimate 

Esbmated Lo%-Term EPS Growth Rate 

Ne* EPS Rmolt Date 
- __ - 

PIE 

Current FY Estimate 20 26 

Traillng 12 Months 21 28 

PEG Ratio NA 

Price Ratios 

PnceBook 1 73 

Pnoe/Cah Flow 8 30 

Pnce / Sales 1 95 

Current Ratio 

0331-13 0 58 

1231-12 0 87 

0930-12 1 22 

Net Margin 

0331-13 8 65 

8 53 1231-1 2 

0930-12 8 80 

Inventory Turnover 

- _  _" _ _ _  

0331-13 _ _  __ 11280 

1231-1 2 11489 

0930-12 11620 

Page 2 of 2 

NA 60CaysAgo 

07R42013 90 Days Ago 

EPS Growth 

vs PreviousYear 16 67% 

vs PrevlousQualter -77 42% 
I "  

ROE 

03-31-13 8 31 

12-31-12 8 32 

09-3012 7 40 

Quick Ratio 

03-31-13 0 56 

12-31-12 0 85 

120 09-3012 ____ - 

Pre-Tax Margin 

03-31-13 1466 

12-31-12 _-  1448 

09-3012 1498 

Debt-to-Equity 

123 03-31-13 

12-31-12 122 

09-3&12 124 

_ _  " _  

1 67 

Sales Growth 

vs Prewous Year -1 97% 

vs Prewous Quarter -1971% 
" "  

ROA 

0331-13 209 

12-31-12 2 10 

0930-12 1 87 

Operating Margin 

0331 -1 3 865 

1231 -1 2 853 

0930-12 7 52 

BookValue 

0331-13 14 63 

1231-12 14 72 

0930-12 14.58 

Debt to Capital 

55 09 0331-13 

1231 -1 2 55 co 
0930-12 55 28 

""  - -_ 

Zacks Research is ReDorted On: Zacks Investment Research 
IS an A+ Rated BBB 
Accredited Business 

CocyIigt.t iLJ i ' . j  Zs*s i,>%;e6!:T*;;t S&sp:>.: 

At the center of weryhing we do IS a strong commtment to indeperdent research and sharing ts profitable dimveries with investors. This dedcation to giung investors a trading 
advantap led to h e  ueation of our proven Zacks Rank stock-cating systm. Since 1986 it hasneirfy tripled the S8P 3 0  with an average gain of +26%peryear These returns covera 
period from 1986.201 1 and were examined andattested by Baker Tllly, an independentamunting firm 

Vsi l  pcrforrnaiice for nformation about the performance numbers displayed above. 

NYSE ard AMEX data is ;t least 20 minutes delayed NASWQ data is at least 15minutes delayed 

http://www.zacks.com/stock/research/S JWIcompany-reports 612 1/20 13 
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UCKS RANK 3HOLD Aqua America Inc: (NYSE: WTR) 
$29.66 -"I r12 2-3 72" Volume 1,281,009 Jun 21 o 2 : ~  PM ET 

Full Company Report  

Aqua Amenca is the largest publidy-traded U S -based water utility serving residents in Pennsylvania, Ohio. Illinois, Texas, New 
Jersey, Indiana. Virginia. Flonda, North Carolina, Maine. Missoun, New York. South Carolina and Kentucky The company has 
been committed to the presewation and improvement of the environment throughout its history, which spans more than 1M) 
years 

Get Full Company Report for 

AQUAAMER INC 
762 W. LANCASTER AVE 
BRYN M A W .  PA 19010-3489 
Phone: 6105278000 
Fax: 6106451061 
Web: http.liwww aquaamerica.com 
Email. NA I I 
Industry UTIL-WATER SPLY 

Sedor Utilities 

December Fiscal Year End 

Last Repated QuirJr 03/31/2013 

Ned EPS Date 08/05/2013 

- " "  

Zacks Rank &a 

30 18 Yesterday's -- - Close __ 
52 Wseh High 33 28 

52 W e k  Lw 24 00 

Beta 0 20 

20 Day Mowng Awrage 510 2 P  50 

Target Pnce Consensus 33 17 

% Price Change 

4 W e k  I - 6 82 

12 Weh 4 01 

YTD 22 82 

Share Information 

Shares Outstanding (millions) 140 74 

- 

- 

Ma*et Capitaleation (mllions) 4,247 59 

4 46 

12/02/05 
_I -_- Short Ratio 

-- Lad SplR Date "-___ 

Curent Quarter EPS Consensus Edimate 0 37 

1: 

Price Change Relative to S8P 500 

4 W e k  -3 17 

12 Wek -5 16 

YTD 8 09 

Dividend Information 

Diwdend Yield 2 32% 

Anntal Diwdend $0 70 

Payout Ratio 0 62 
~ - 1 1  

Charge in Payout Ratio NA 

Last Dndend Payout / Amount 05/15/2013/$0 17 

Cumnt (l=Strcng Buy, 5=StrongSell) 2 58 

http://www.zacks.com/stock/research/WTR/company-reports 612 1/20 I3 
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http://aquaamerica.com
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WTR: AQUA AMER INC - Full Company Report - Zacks.com Page 2 of 2 

Current Year EPS Consensus Estimate 

Esbmated Log-Term EPS G r d h  Rate 

Next EPS Report Date 

~ ~ ~ ~ A ~ ~ N T A L  ~~~~~~ 

___ 

PIE 

Current FY Estimate 21 39 ___-  ____I 

Trailng 12 Months 28 47 

PEG Ratio 3 87 

Price Ratios 

PncelBook 299 

PncelCash flow 15M 

Pnce I Sales 5 49 

Current Ratio 

0331 -1 3 0.71 

1231 12 0 95 

0930-12 0 73 

Net Margin 

033113 26 52 

1231-12 25 73 

0930-12 21 70 

Inventory Turnover 

0331 -1 3 23 15 

1231 -1 2 23 36 

0930-12 22 95 

__ 550 60DaysAgo 

0810W013 90 Cays Ago 

EPS Growth 

vs PreviousYear 45 00% 

vs Previous Quarter NA% 
- 

ROE 

03-31-1 3 1464 

12-31-12 1401 

09-3012 1 1  59 

Quick Ratio 

03-31-13 0 67 

12-31-12 0 91 

09-3012 0 69 

Pre-Tax Margin 

03-31-13 32 94 

12-31-12 33 12 

09-3012 31 82 
__ - 

Debt-to-Equity 

1 03 03-31-13 

12-31-12 1 1 1  
__- 

09-3012 1.16 

Sales Growth 

vs Previous Year 5.75% 

vs Prevlous Quarter -0 52% 

ROA 

0331 -1 3 4.26 

1231-12 4.09 

0930-12 3 39 

Operating Margin 

0331 -1 3 25 €6 

1231 -1 2 24 20 

0930-12 19 71 _ _  
Book Value 

0331 -1 3 10 11 

993 1231-12 

0930-12 9 41 
""  " __ 

Debt t o  Capital 

50 80 "- 0331 -1 3 

1231-12 52 70 

0930-12 53 61 

Zacks Investment Research 
IS an A+ Rated BEE 
Accredited Business 

Zacks Research is Reported On: 

,,. .. . ". .,.,, . .... .. .. . .."ll".. . . ".., I . ......... . ., I.." " _  ." ....... . ... "l".""""."".". .. . ""11" .............. .. . ... . I 

At the center of werything we do is a strong wmrntment to indeperdent researdl and sharing Ls profitable disovenes wiih investors. This dedcation to giung investom a trading 
adbantap led to the creation of our proven Zacks Rank stockwating system. Since 1986 it hasnealy tripled the S&P 90 with an average gain of +26%peryear. These returns cover a 
period from 1986-201 1 and were examined andattested by Baker Tilly, an independentaccounting firm 

VisR peilormance for information atmu! the performance numbers displayed above 

NYSE ard AMEX data is it least 20 minutes delayed. NASDAQ data is at least 15minutes delayed. 

http://www .zacks.com/stock/research/WTR/company-reports 6/2 1/20 13 
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Agl Resources Inc: (NYSE: GAS) 

$42.23 0.37 (0.87%) VOlUme 477,539 Jun 21 03:OO PM ET 

ZACKS RANK JHOLD 9 

Full Company Report  

AGL Resources pnncipal business IS the distnbution of natural gas to customers in central, northwest, northeast and southeast 
Georgia and the Chattanooga, Tennessee area through its natural gas distnbution subsidiary AGL's major service area IS the 
ten county metropolitan Atlanta area 

Get Full Company Report for Cri1.v S\iixGI C& 

AGL RESOURCES 
TEN PEACHTREE PLACE 
ATLANTA, GA 30309 
Phone: 4045844000 
Fax: 404-584-3714 
Web: http://wvrw.aglresources.corn 
Email: scave@aglresources.com 

UTILGAS DISTR 

Utilities 

December 

Industry 

Sedor 

Fiscal Year End 
__ __ - 

Las! Repaied Quarter 03/31/2013 

08/07/201_3 -- I "  

Nexl EPS Date 

PRICE ~~~ V ~ L ~ ~ ~  ~~F~~~~~~~~ 

Zacks Rank ,i 
Yesterday's Close 41 86 

52 Wek High 44 85 

52 W e k  Lav 36 90 

Beta 0 41 

20 b y  Mowng Awage 3 9 1 . 4 ~ ~  50 

TargetPnceConsmsus ~ 43 00 
I 

% Price Change 

4 W e k  -3 50 

0 21 

7 01 
I "-" 12 v$ek 

____  YTD 

Share Information 

Shares Outstanding (millions) 118 18 _ _  - 
Mahet Capitaleation (mllions) 4,947 06 - 
Short Ratio 4 05 

Last Splt Date 12/04/95 

Current Quarter EPS Consensus Estimate 0 28 

http://www.zacks.com/stock/research/GAS/company-reports 

% Price Change Relative to SBP 500 

4 W e k  0 28 _ _  -"" _I I 

-1 41 

YTD -5 73 

Dividend Information 

4 49% Diwdmd Yield 

Annual Divldend $1 88 

PayoutRatio 0 72 

____ _-  ____-_ 

Charge in Payout Ratio O B 3  - 
Last [hwdend P c y t L m u n t  05/15/2013 / $0 47 

~~~~~~~~~ RECQ 

Curent (l=Strmg Buy. 5=StrongSell) 3 14 

612 1/20 1 3 

http://Zacks.com
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GAS: AGL RESOURCES - Full Company Report - Zacks.com Page 2 of 2 

Curent Year EPS Consensus Estimate 

2 S u b  - 

2 57 

Esbmated LorpTem EPS GrchYttate 

Ned EPS Rfport Date 

350 60DaysAgo _ _ _ _  
08/07/2013 90 Cays Ago 

EPS Growth Sales Growth PIE 

Current FY Estimate 16 15 

Trailng 12 Months 1604 

PEG Ratio 4 57 

- vs Prewous Year 21 72% 

vs Prewous Quarter 40 31% 

vs PreviousYear 12 93% 

vs Previous Quarts 43 96% 
I 

ROA 

0331-13 223 

1231-12 2 13 

0930.12 192 

Operating Margin 

0331 -1 3 726 

1231 -12 736 

7 42 0930-12 
I___ _ _ ~  

Price Ratios 

PriceIBook 

ROE 

03-31-13 8 89 

12-31-12 8 43 

09-3012 7 63 

Quick Ratio 

03-31-13 0 64 

12-31-12 0 59 

09-3012 0 49 - 

Pre-Tax Margin 

03-31-13 11 57 

1.39 

Pnce/Cash Flow 7.01 

Pnce / Sales 117 

Current Ratio 

0331-13 0 77 

12-31-12 0 80 

0 77 0930-1 2 
-_ -̂ - - 

Net Margin Book Value 

0331-13 6.98 0331 -1 3 30 E3 

1231 -1 2 29 16 6 91 1231 -12 

0930-12 5 90 

Inventory Turnover 

- 

4 91 0331-13 

1231-12 4 34 

0930-12 3 77 

" _  

12-31-12 11.47 

09-3012 1048 0930-1 2 28 92 

Debt t o  Capital 

0331-13 48 42 

1231-12 49 2l 

0930-12 49 49 

I - ____I- 

Debt-to-Equity 

03-31-13 0 94 

12-31-12 0 97 

09-3012 0 98 

Zacks Research is Reootted On: Zacks Investment Research 
is an A+ Rated BBB 

INYESTORL Accredited Business 
M 

C??yr!ghi 2013 Zxks I$?r%ttrr211 Re%?%'?? 
At the center of werything we do is a strong commtment to indeperdent research and sharing ts prditable dimvenes with investors. This dedication to giung investors a trading 
advantage led to the creation of our proven Zacks Rink stockqating system, Since 1986 it hasnealy tripled the S8P 510 wth an average gain of +26% per year These returns mvera 
period from 1986-201 1 and were examined andattested by BakerTilly, an independentaccounting firm 

Visl performance far nformation about the pelformance numbers displayed above. 

NYSE ard AMEX data is ;t least 20 minutes delayed. NASDAQ data is at least 15minutes delayed. 

6/21/2013 http://www .zacks.com/stock/research/GAS/company-reports 
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ATO: ATMOS ENERGY CP - Full Company Report - Zacks.com Page 1 of 3 
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Atmos Energy Corp: (NYSE: ATO) 7ACKS RANK 28W 3 

$38.71 f {-C &Y"' j Volume 396,227 Jun 21 0x01 PM ET @I CIP 
Full Company Report 

Atmos Energy Corporation distnbutes and sells natural gas to restdential. commercial. industnal. agnwltural and other 
customers Atmos operates through five divisions in cities, towns and communities in service areas located in Colorado, 
Georgia. Illinois, Iowa, Kansas, Kentucky, Louisiana. Missoun, South Carolina. Tennessee, Texas and Vtrginia The Company 
has entered into an agreement to sell all of its natural gas utility operations in South Carolina The Company also transports 
natural gas for others through its distnbution system 

Get Full Company Report for 

~~~~~~~ ~~~~~~~~1~~ 
ATMOS ENERGY CP 
1800 THREE LINCOLN CTR 5430 LBJ FREEWAY 
DALLAS. TX 75240 
Phone: 9729349227 
Fax: 972-855-3040 
Web: http://vJww.atmosenergy.com 
Email: NA 

Industry UTILGAS DISTR 

Sedor Utilities 

S e p t e rrbe r Fiscal Ye% End 

Last Repcrted Quarter 03/31/2013 

08/07/2J13 Nexl EPS Date - I" 

Zacks Rank .i 

Yesterdays Close 38 88 

52 W 3  High 45 12 

52 W e k  LON 32 94 

Beta 0 45 

421,751 84 20 @ay Mowng Axrage 

43 20 Target Pnce Consensus 

% Price Change 

4 Week -9 83 

-8 92 

14 10 

II I" I 

111 

12 W3  

- -_ YTD 

Share Information 

90 55 

Market Capitaleation (mllio& 3 520 54 

Short Ratio 4 11 

SkaFs Outstanding @nillions) I 

I ___ 

Last Splt Date 05/17/94 

% Price Change Relative to SBP 500 

A W k e k  6 29 

12 W e k  -10 01 

YTD 1 30 

Dividend Information 

3 60% Dindend Meld __ 
Annual Diwdend $1 40 

____ - 

Pavout Ratio 0.57 

4% 

05/16/2013 / $0 35 
_ _  Chans in Payout Ratio 

Last Ciwdend Payout / Amunt 
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. -. . - . 

i 

I 
I 

I 

Current Quarter EPS Consensus EStimate 

Current Year EPS Consensus Estimate 

Esbmated Low-Term EPS Growth Rate 

Next EPS Report Date 

_ _ I _ _  - 

PIE 

Current FY Estimate 1549 

Trailng 12 Months 1587 

PEG Ratio 258 

Price Ratios 

Pnce/Book 138 

Pnce/Cash Flow 7 49 

Pnce / Sales 101 

Current Ratio 

0331-13 1 08 

1231 -1 2 0 71 

0930-12 0.65 

Net Margin 

0331-13 6 80 

1231 -1 2 6 75 

0930-12 6 30 

Inventory Turnover 

0331-13 1068 

12-31 -1 2 10 10 

0930-12 9 85 

s 
Sub 

3 00 
""" 

Current (l=Strcng Buy, 5=StrongSell) --- 036 - -  
2 51 

6 00 

30 Days Ago 3 00 

60 Days Ago 2 86 

90 Days Ago 2 57 
08/07/2013 -- - 

EPS Growth Sales Growth 

vs PreviousYear -2 34% vs Prewous Year 6 81% 

vs Previous Quarter 68 92% vs Prewous Quarter 26 58% 

ROE ROA 

03-31-1 3 925 0331-13 2 91 

12-31-12 951 1231-12 299 

9 15 0930-12 2 8 6  09-30.12 - - - 

Quick Ratio Operating Margin 

03-31-13 087 033113 645 

12-31-12 054 12-31-12 6 67 

09-30.12 045 0930-12 622 

Pre-Tax Margin Book Value 

03-31-13 939 0331-13 28 12 

12-31-12 926 1231-12 28 e0 

093C-12 845 0930.12 26 16 

Debt-to-Equity Debt to Capital 

""  - 

03-3 1-1 3 097 0331-13 49 12 

12-31-12 081 1231-12 44 €6 

45 33 09-30.12 083 0930-12 - l_l I _I _ _  

Best Dividend Stocks 5 Stocks That are Cash Machinesfor Retirment. New Flee Stock Report. 

Top 3 Stocks for 201 3 3 Stock OpportunitiesThat Are PoisedTo ETlode. 

#I Stock to Buv Riaht Now Here's a recommendation that several top analysts agree on 

Dividend TOP Doas 2013 These Top 10 Dividend PayersWll Smash the Competition to Piees! 

Zacks Research is Reported On. Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business 

," . ................... l_l",,, " .... ... . . ,...-I_ ........ ........ ... ,,,,, . .. .. ..... .... "-."."..l."".. .. .... l^l_ll_"" .... . ......... 

At the center of everything we do is a strong commtment to indepenjent research and sharing 1s profitable discoveries with investors. This dedcation to giung investorr a trading 
advantap led to the creation of our proven Zacks Rmk stock-rating system. Since 1986 it hasnealy tripled the S&P 9 0  with an werage gain of +26% per year. These returns covera 
period from 1986-201 1 and were examined andattested by Baker Tilly. an independentaccounting firm 

Visit performance for information about the performance numben displayed a b v e  

http://www.zacks.com/stocWresearch/ATO/company-reports 612 1 /20 1 3 

http://Zacks.com
http://www.zacks.com/stocWresearch/ATO/company-reports


ATO: ATMOS ENERGY CP - Full Company Report - Zacks.com Page 3 of 3 

NYSE ard AMEX data IS rt least 20 minutes delayed NASDAQ data isat least 15minutesct&?p,dli,t p 1 rep 'raj 
Sub 

http ://www.zacks.com/stock/research/ATO/company-reports 612 1/2013 

http://Zacks.com


~ ~~~ 

LG: LACLEDE GRP INC - Full Company Report - Zacks.com Page 1 of 2 

tinme Stocks 

Que is 
Overview Quote 

Real Time Quotes 

Option Chain 

Options Greek Montage 

NE'SIS 

Zacks Commentary 

Company News 

Detailed Estimates 

str : i i  r 
Comparative 

lnleractive Chart 

Price and Consensus 

12 month EPS 

Price & EPS Surpnse 

Broker Recommendations 

Fundamental Charts 

REIE4YL 

Full Company Report 

Zacks Equity Research 

Brokerage Digest Report 

Earnings Announcements 

Brokerage Reports 

Comparison to Industry 

Insiders 

Brokerage Recornmendations 

Annual Report 

Financial Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

funds Earnings Screeniiig Finance Partfolio Education Video Services 

Laclede Group Inc: (NYSE: LG) ZACKS RANK. JHOLD 9 

$44.49 "C 03 (-0 Volume 232,395 Jun z i  OJ'OZ PM ET 

Full Company Report 

The Laclede Group, Inc is a public utility engaged in the retail distnbution and transportation of natural gas The Company, 
which is subject to the junsdiction of the Missoun Public Service Commission, serves the City of St Louis, St Louis County, the 
City of St Charles. St Charles County, the town of Arnold, and parts of Franklin, Jefferson, St Francois. Ste Genevieve, Iron, 
Madison and Butler Counties. all in Missoun 

Get Full Company Report for 

LACLEDE GRP INC 
720 OLIVE ST 
ST LOUIS, MO 63101 
Phone: 3143420500 
Fax: 314421-1979 
Web: http://www.thelacledegroup.com 
Email: mkullman@lacledegas.com 

Industry UTILGAS DISTR 

Sedor Utilities 

Septe*r Fiscal Year End 

03/31/2013 Last Reputed Quarter 

Next EPS Date 07/26/2013 

_I _- I 

"_^__ - -  

Zacks Rank &A 

Yesterday's Close 44 52 

52 Wek High 48 50 

52 W e k  LON 37 35 

0 07 Beta 

636 594 00 20 P a y  Mornng Aerage 

__ 

1111111" -" - -- 
__ _I- 

Target Pnce Consensus 46 00 

% Price Change 

4 W e k  -1.20 

12 W e k  4.26 

YTD 1942 

Share Information 

Shares Outstanding millions) 31 34 

Market Capitaleation (mllions) 1,395 44 

11 75 

03/08/94 
ShOfi ""0 I ~ -"" I """ __ 
La? SPlt Date - - __ 

Current Quarter EPS Consensus Estimate 0 22 

% Price Change Relative to S8P 500 

4 W e k  2 68 

12 Wek 3 02 

YTD 5 38 

Dividend Information 

3 62% Dirndend Yield 

$170 Annual Diwdend 

Pavout Ratio 0 55 
" "--- 

Chance in Pavout Ratio 4.04 

Last Eividend Pqout / Amount 06/07/2013 / $0 43 

Current (l=Strcng Buy, 5=StrongSell) 2 50 
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Current Year EPS Consensus Estimate 

Esbmated Low-Term EPS GrythRate - 

Nexl EPS Report Date 

P/ E 

Current FY Estimate 16 36 

Trailng 12 Months 14 31 

PEG Ratio 545 

- 

Price Ratios 

Pnce/Book 1 57 

PndCash Flow 9 64 

Pnce / Sales 1 32 

Current Ratio 

0331 -1 3 2 22 

1231-12 145 

0930-12 1 32 - _" 

Net Margin 

0331 -13 5 99 

1231-12" 6 17 

0930-12 5 57 
- 

Inventory Turnover 

8 65 0331 -1 3 

1231 -1 2 7 66 

0930-12 8 28 

-_ 

Page 2 of 2 

300 60 DaysAgo 

07/2W013 90 Days Ago 
- 

EPS Growth 

vs PreviousYear 13 39% 

vs Previous Quarter 15 20% 

ROE 

03-31-13 1 1  33 

12-31-12 10 77 

09-3012 1036 

Quick Ratio 

03-31-1 3 2 00 

12-31-12 108 

0 94 09-3012 

Pre-Tax Margin 

__ 

03-31-13 8 31 

12-31-12 I_ 8 55 - _  
09-3012 7 90 

Debt-to-Equity 

0 73 03-31-13 

12-31-12 0 59 

09-3012 0 56 

- - -  

' I  op 3 Stocks for 2013 
\I\'.\\ I f&wz< 'Ly%T i( ' i7?  

3 Stock Opportunihes That Are Poised To Explode 

3 Qub 

3 00 

Sales Growth 

vs Prevlous Year 1 1  01% 

vs Prevlws Quarter 29 51% 

ROA 

0331 -1 3 3.70 

1231 -1 2 360 

0930-12 345 

Operating Margin 

0331-13 660 

1231 -12 6.45 

0930-12 5 57 

Book Value 

0331 -1 3 28 35 

1231-12 27 56 - 
0930-12 26 73 

Debt t o  Capital 

0331-13 42 05 

1231 -1 2 36.99 

0930-1 2 36.07 

AdChoices C? 

Zacks Investment Research 
is an A+ Rated BBB 

Zacks Research is Reported On. 

oo! Accredited Business 

,,,, . , . ... . .. ...... , . .... . . . ^" .. .. ...... -_I 

Go irwstr-7-i %?? 

At the center of everything we do is a strong commitment to indeperdent research and sharing its profitable discoveries with investors. This dedcation to giung investors a trading 
advantage led to the ueation of our proyen Zadts R a k  stock-rating system. Since 19% it hasnealy tnpled the S&P 9 0  with an average gain of +26%peryear. These returns covera 
period from 1986-201 1 and were examined andattested by Baker Tilly, an independentaccounting firm 

VISII performance for mformation about the performance numbers displayed above 

NYSE ard AMEX data is ;t least 20 minutes delayed NASDAQ data is at least 15mlnutes delayed 
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New Jersey Resources Corp: (NYSE: NJR) 

$42.04 0.12 {o.z%) VOlUme 271,802 Jun 21 03:03 PM ET 

ZACKS RANK JHOLD 3 

Full Company Report  

NJ RESOURCES is an exempt energy svcs holding company prowding retail &wholesale natural gas & related energy services 
to customers from the Gulf Coast to New England Subsldiaries include (1) N J Natural Gas Co, a natural gas distnbution 
company that provides regulated energy & appliance services to residential, commercial & industnal customers in central & 
northem N J (2) NJR Energy Holdings Corp formerly NJR Energy Svcs C o p  8 (3) NJR Development Cop. a sub-holding 
company of NJR, which includes the Company’s remaining unregulated operating subsidianes 

Get Full Company Report for 

NJ RESOURCES 
1415 WYCKOFF RD PO BOX 1468 
WALL, NJ 07719 
Phone: 9089381494 
Fax: 732-938-3154 
Web: http / / w w  njresources.com 
Email: dpunia@njresources.com 

lndustiy UTILGAS DISTR 

Sedor Utilities 

SeDtemr Fiscal Year End 

b 
IN A FREE I-ON-I TRADER 
ACTIVATION SESSION. 

Last Reputed Quarter 03/31/2013 

Next EPS Date 08/08/a013 

Zacks Rank -&% 

Yesterday‘s Close 41 92 

52 Week High 47 60 

52 W e k  Lo+ ~ 3851 

Beta 0 21 

20 Day Movlng Awrage 137.358 05 

Target Pnce Cansensus 46 60 

% Price Change 

4 W e k  8 63 

12 Wek -6 53 

9 46 YTD - 

Share Information 

Shares Outstanding @illions) 41 78 

Malket Capitaleabon (milions) 1,751 29 

Short Ratio 1547 

Last Spllt Date 03/04/08 

~- - - 

% Price Change Relative to SBP 500 

-5 05 

-7 65 

YTD -I 60 

_I 

4 Wek 

12Wek ” 

Dividend Information 

Diudfnd Yield 3 82% 

Annual Divtdend $1 60 

Payout Ratio 0 69 

0 12 

06112i2013 / $0 40 
-- Charge in Payout Ratio 

Last Civtdend Pajout / Amount 

http://www .zacks.com/stock/research/N JWcompany-reports 6/2 1/2013 

http://Zacks.com
http://njresources.com
mailto:dpunia@njresources.com
http://www
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Current Quarter EPS Consensus Estimate 

Current Year EPS Col]znzEstimate __ 
Esbmated Log-Term EPS Growth Rate 

Next EPS Rfport Date 

PIE 

Current F" Estimate 1587 

Trailng 12 Months 18 15 

PEG Ratio 3 97 

Price Ratios 

Pnce/Book 195 

Pnce/Cash Flow 11 32 

Pnce / Sales 065 

Current Ratio 

033113 1 04 

0 97 1231 -1 2 

0930-12 0 99 
- ___ - -  

Net Margin 

0331-13 3 22 

1231 I 2  4 09 

0930-12 4 13 

Inventory Turnover 

0331-13 9 69 

123112 8.29 

0930-12 8.22 

Sub 
Current (l=Strmg Buy. 5=StrongSell) 2 86 

30 Days Ago 2 86 

60 Days Ago 2 86 

90 Days Ago 2 86 

I ___ _"_^ - 0 22 

2 64 

4 00 

08/0@'2013 - 

EPS Growth Sales Growth 

vs PrevlousYear -8 94% vs Prevlous Year 56 77% 

vs PreviousQuarler 91 76% vs PrevlwsQuatter 30 55% 

ROE ROA 

03-31-13 1139 0331-13 343 

12-31-1 2 1216 12-31-12 3 71 

4 10 09-3012 - __ 1349 0930-12 _ _  __ 

Quick Ratio Operating Margin 

03-31-13 079 0331-13 3 61 

056 12-31-12 438 12-31-12 

09-3012 057 0930-12 5w 
_ _  - ""___ - "__ 

Pre-Tax Margin Book Value 

03-31-13 343 0331-13 21 47 

12-31-12 431 1231.12 20 70 

09-3012 400 0930-12 19 57 

Debt-to-Equity Debt t o  Capital 

03-31-13 059 0331-13 37 m 
12-31-12 061 123112 38 04 

09-3012 065 0930-12 39 22 
I 

'Too 3 Storks for 2013 
I I c 4  , L k ' k # X  1 I t(41 

3 Stock Opportunihes That Are Poised To Explode 
!, M \% 

Zacks Investment Research * 
IS an A+ Rated B B B  
Accredited Business. 

Zacks Research is Reported On: 

o! 
.. .- .. . ... . . " . . .... . . . .. ,,.,.. ",, , .... " " .... . . ..... .. .. . . " ,_.,. .. . , ... . lll__l_"".""... ...... . .. . . . ,... . 

At the center of everything we do is a strong wmmtment to indepenjent lesearch and dialing ts profitable dixoveries wth inyestors This dedication to giung investors a trading 
advanta9 led to the creation of our proven Zacks Rank sto&-rating system Since 1986 it hasnearly tnpled the S&P 9 0  with an average gain of +26%peryear, These returns coyer a 
period from 1986-201 1 and were examined andattested by Baker Tilly, an independentaccounting firm 

Visit performance for Wormation abut  the performance numbers displayed above 
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Northwest Natural Gas: (NYSE: NWN) 
$41.86 j Volume 209,391 Jun 21 03:03 PM ET 

i X C K S  RANK 3HOLD 3 
i] lt3 n--- 

Full Company Repor t  -9 

NW Natural is pnncipally engaged in the distnbution of natural gas The Oregon Public Utility Commission (OPUC) has allocated 
to NW Natural as its exclusive service area a major portion of western Oregon, induding the Portland metropolitan area, most of 
the feMe Vhllamette Valley and the coastal area from Astona to Coos Bay NW Natural also holds certificates from the 
Washington Utilibes and Transportation Commission (WUTC) granting it exclusive nghts to serve portions of three Washington 
counties bordenng the Columbia River 

Get Full Company Report for 3 t ~ r  5)iiiwI 

NORTHWEST NAT G 
ONE PACIFIC SQUARE 220 NW SECOND AVE 
PORTLAND, OR 97209 
Phone: 5032264211 

Fax: 5032734824 
Web: http://www.nwnatural.com 
Email: bob,hess@nwnatural.com 

Industry UTILGAS DlSTR 

Utilities Secior 

Fiscal Year End December 

Last Reputed Quarter 03/31/2013 

Next EPS Date 08/09/2313 

I"_ - 

Zacks Rank & 

Yesterday's Close 41 98 

52 Wek High 50 80 

41 01 52 W e k  L_o- 
Beta 0 22 

11111 

20 Day Moung Awerage 107,862 95 

Target Pnce Consensus 45 25 

% Price Change 

4 Week 4 48 

12 Wek 4 20 

YTD -3 73 

Share Information 

Shares Outstanding @illions) 26 95 

1131 32 Marltet Capitaleabon (mllions) 

Short Ratio 13 02 
__ - 

Last SplR Date 09/09/96 

a*  f 

% Price Change Relative to SBP 500 

0 73 

-5 35 12 W e k  

YTD -1505 

4Week _I _ _  I 
- -  - - _  

http://www.zacks.com/stock/research/NWN/company-reports 

Dividend Information 

4 34% Diudend Yield 

Annual Diudend $1 82 

PayoutRatio 0 82 

- 

Charge in Payout Ratio 

Last Cividend Pwoutl Amount 

0 17 

04/26/20t3 /$0 46 

6/21/2013 
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Cumnt Quarter EPS Consensus Estimate 

Current Year EPS Consensus Estim~i 
Esbmated Log-Term EPS Growth Rate 

Ned EPS Report Date 

~" 

~~~~~~~~~~~ ~~~~~~ 

PIE 

Current FY Estimate 1858 

Trailng 12 Months 1903 

PEG Ratio 485 

Price Ratios 

PnceIBook 1 49 

PnoeCash Flow 8 32 

Pnce I Sales 161 

Current Ratio 

0331 -1 3 0 82 

12-31-12 0.77 

0930-12 0 57 

Net Margin 

0331-13 8 08 

123112 8 05 

0930-12 7 73 

Inventory Turnover 

0331 -1 3 6 98 

1231 -1 2 7 15 

0930-12 _I _I" 7 45 
I "  

Sub 
3 38 Cumnt (I=Strcng Buy,5=StrongSell) 

30 Days Ago 3 38 

60 Days Ago 3 50 

3 50 

__"I I - _  0 09 

2 26 

3 80 

08/0Y2013 90 Days Ago __ __  

EPS Growth 

vs PreviousYear -7 28% 

vs Previous Quarter 33 33% 

Sales Growth 

vs Prevlous Year -1248% 

vs Prevlous Quarter 21 08% 

ROE 

03-31-13 8 09 

12-31-12 8 54 

8 71 09-3012 __ _ _  

Quick Ratio 

03-31-13 0 65 

12-31-12 0 59 

09-3012 0 36 

Pre-Tax Margin 

03-31-13 1415 

12-31-12 1423 

09-3012 1348 

Debt-to-Equity 

03-31-13 0 91 

12-31-12 0 94 

09-3012 0 89 

ROA 

0331 -1 3 2 18 

1231-12 230 

0930-12 235 

Operating Margin 

0331-13 8 47 

1231-12 8-42 

0930-1 2 808 

Book Value 

0331-13 28.11 

1231 -1 2 27.8 

0930-1 2 26 74 

Debt to Capital 

0331-13 47 76 

1231 -1 2 48 55 

0930-12 47 21 

Zacks Research is Reported On: Zacks Investment Research ' 
is an A+ Rated BBB 
Accredited Business. ' k?% 

I _____I__ ~ - _ _ _ _ ~ , .  - "-. ~ "__.ll- . , 

( : :opyg' i t  :013 &&$ i , ? q g ' ' : ~ ~ i > ~  Rez+:c:i 
At the center of everything we do is a strong comrntment to indepenlent research and sharing its prditable dimveries wiih investors. This dedcation to giung investors a trading 
advantas led to the creation of our proven Zacks Rank stock-rating system. Since 1986 it hasnealy tripled the SBP 9 0  mth an average p i n  of +26%peryear These returns covera 
period from 1986-201 1 and were examined andattested by Baker Tilly. an independentaccounting firm 

Visn perfomlanrw for ilformation a b u t  the performance numbers displayed a b v e  

NYSE ard AMEX data is ;t least 20 minutes delayed NASDAQ data is at least Idminutes delayed 
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Piedmont Natural Gas Co Inc: (NYSE: PNY) ZACKS RANK JHOLD 9 
$32.98 0.13 (0.40%) Volume 414,531 Jun 21 03:06 PM ET 

Full Company Report  

Piedmont Natural Gas Co. Inc , is an energy and services company engaged in the transportation and sale of natural gas and 
the sale of propane to residential. commeraal and industnal customers in North Carolina. South Carolina and Tennessee The 
Company is the second-largest natural gas utility in the southeast The Company and its non-utility subsidiaries and divisions are 
also engaged in acquinng, marketing and arranging for the transportation and storage of natural gas for large-volume 
purchasers, and in the sale of propane to customers in the Company's three-state service area 

Get Full Company Report for En 

PIEDMONT NAT GA 
4720 PIEDMONT ROW DR 
CHARLOTTE, NC 28233 
Phone: 7043643120 
Fax: 704-365-3849 
Web: http:llwww.piedmontng.com 
Email: investorrelations@piedmontng.com 

Industry UTILGAS DlSTR 

Utilities Sector 

Fiscal Year End October 

Lag Repated Quarter 04/302013 

Nexl EPS Date 091061201 3 

lll̂ "l I - 

PRICE AND ~~~~~~ 1~~~~~~~~~~ 

Zacks Rank .k 
Yesterday's Close 32 85 

52 Wek High 35 53 

52 W e k  Lay 28 51 

Beta 0 29 

20 Day Mowng Amage 307 161 84 

I 

Target Pnce Consensus 33 29 

% Price Change 

4 Week -3 75 

12 W& 0 09 

YTD 1038 

Share Information 

Shares Outstanding millions) 75 52 

2,480 83 Malket Capitaleation (mllions) 

Short Ratio 12 09 

Last SplR Date 11/01/04 

- 

i - -  = -. ..- - ,. ......., .. ... .. ..... . - . . 

% Price Change Relative to SBP 500 

4 W e k  0.03 

12 We& -1.29 

YTD -4.38 

Dividend Information 

Diwdend Yield 3 77% 

Annual Diwdend $1 24 

PayoutRatio 0 68 

ChanF in Payout Ratlo 0 03 

Last Dwdend Paout/Amunt 03/21/2013 / $0 31 

- ____I 
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Current Quarter EPS Consensus Estimate 

Current Year EPS Consensus Estimate 

Eshmated Loq-Term EPS Grorvth Rate 

Ne* EPS Rqort Date 

-- - 

P/ E 

Current FY Estimate 1897 

Trailns 12 Months 1795 

PEG Ratio 4.41 

Price Ratios 

Pnce/Book 202 

PnceCash Flow 10 35 

Pnce / Sales 1 97 

Current Ratio 

0430-1 3 0 47 

0 51 013113 

1031-12 0 52 
__ 

Net Margin 

0430-13 10 74 

0131-13 11.10 

1031 -1 2 10.67 

Inventory Turnover 

0430-1 3 13 10 

0131-13 10 92 

1031-12 9 65 

s 
Sub 

Current (l=Strmg Buy, 5:Strong Sell) 3 25 

30 Days Ago 3 25 
- "- -0 08 

73 

4 30 

09/0~2013 

60 Days Ago 3 00 
- 

3 00 - __ 90 Days Ago - 

EPS Growth Sales Growth 

vs PreviousYear 5 71% vs Prevlous Year 29 50% 

vs Prevlous Quarter 3 7  29% vs Prevlous Quarter -22 58% 

ROE ROA 

04-3013 1228 0430-13 3 51 

01-31-13 1223 0131-13 350 

10-31-12 1151 1031-12 - 3 37 ____ 

Quick Ratio Operating Margin 

04-3013 039 0430-13 10 74 

01-31-13 

10-31-12 039 1031-12 10 67 

042 !31-31-13 ___ 11 10 - - " -_ 

Pre-Tax Margin Book Value 

04-3013 1702 0430-13 16 30 

01-31-13 1784 0131-13 15 15 

10-31-12 1784 1031-12 14 25 

Debt-to-Equity Debt to Capital 

04-3013 071 0430-13 41 56 

01-31-13 080 0131-13 44 33 

095 1 0 3 1 2  48 70 10-31-12 
-1111 I "  

# I  Stock tu BUV Riebt Y~JW 
uuv, l h h  I i , b k ^ Z I L I t  txtm 

Here's a recommendahon that several top analysts agree on AdChoices D 

Zacks Research is Reported On: Zacks Investment Research 
IS an A+ Rated BBB 
Accredited Business 

C ~ G & ? f i ~ l t  26 )j Z*%$ ii?<&-,n$?: Rr;%&- 
At the cener of everythingwe do is a strong commtment to indeperdent research and shanng t s  prditable dircovenes with investors. Ths  dedcation to giung investors a trading 
advantap led to the creation of our proven Zacks Rank stockrating system Since 1986 it hasnealy tnpled the S&P 910 with an average gain of +26% per year. These returns covera 
penod from 1986-201 1 and were examined andattested by Baker Tilly, an independentaccounting firm 

Visit performance for information a b u t  the pelformanu? numbers displayed a b b e  

http://www .zacks.com/stock/researchNY/company-reports 6/22 1/20 1 3 
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NYSE an3 AMEX data IS ;t least 20 minutes delayed NASDAQ data is at least 15mlnutes c$\q$f&t,~ 1 TPF " i ni s 97 n GeL C 
Sub 

http://www .zacks.com/stock/research/PNY/company-reports 612 1/20 1 3 
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SJI: SOUTH JERSEY IN - Full Company Report - Zacks.com Page 1 o f2  

Funds  farnings Scrofnirig Finatice Parttalia Education Vldea Services nume Stocks 

CUC I -s 
Overview Quote 

Real Time Quotes 

Option Chain 

Options Greek Montage 

NEVS 

Zacks Commentary 

Company News 

s w A r  ~3 

Detailed Estimates 

;t*,'XT 

Comparative 

Interactive Chart 

Price and Consensus 

12 month EPS 

Price & EPS Surpnse 

Broker Recommendations 

Fundamental Charts 

KLCr;A.7C > 

Full Company Report 

Zdcks Equity Research 

Brokerage Digest Report 

Earnings Announcements 

Brokerage Reports 

Comparison to Industry 

Insiders 

ZACKS RANK 3HOLD b South Jersey Industries Inc: (NYSE: SJI) 
$56.20 0.28 (0.50%) Volume 128,338 Jun 21 03:os PM ET 

Full Company Report 

South Jersey lnds Inc is engaged in the business of operating, through subsidianes, vanous business enterpnses The 
company's most significant subsidiary is South Jersey Gas Company (SJG) SJG is a public utility company engaged in the 
purchase, transmission and sale of natural gas for residential. wmmercial and industrial use SJG also makes off-system sales 
of natural gas on a wholesale basis to vanous customers on the interstate pipeline system and transports natural gas 

Get Full Company Report for 

~~~E 
SOUTH JERSEY IN 
1 SOUTH JERSEY PLAZA ROUTE 54 
FOLSOM. NJ 08037 
Phone 609-561-9000 
Fax 609561.8225 
Web http / i w v  sjindustries com 
Email NA 

IndustN UTILGAS DISTR 

Sedor Utilities 

Fiscal Year End December 

Last Reputed Quarter 03~31lnOl3 
Next EPS Date 08/06/2013 

_ _  

d4 

Yesterdavs Close 55 92 
I l_l I _  

Zacks Rank 

Brokerage Recommendations 

Annual Report 

Fl"iiiX,Ias 

Financiai Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

52 W& Hioh 61 78 

52 W e k  Lav 

Beta 

45.81 

0 31 

88 13300 20 Day Mowng Awage 

Target Pnce Consensus 65 00 
" - -  - " - 

% Price Change 

-5 64 

12 Week 0 59 
-_ 4 Week 

% Price Change Relative to SBP 500 

4 Week -1 93 

12 W& 0 61 

YTD 0 77 

Dividend Information 

YTD 1488 

Share Information 

Shares Outstanding millions) 31 96 

1 787 20 Market Capitaleation (mllions) 

Short Raho 10-08 
I 

07/01/05 
"__"" - Last Spllt Date _- I 

Diwdend Yield 3 17% 

$1 77 -- Annual Diwdend 

Pavout Ratio 0 61 
II " 

Chame in Pavout Ratio 008 

Last Dvidend Pwout / Amount 06/06/2013 / $0 44 

Current Quarter EPS Consensus Estimate 0 36 CuPient (l=Strmg Buy, 5=StrongSell) 2 25 

http://www .zacks.com/stock/research/SJI/company-reports 612 1/20 13 

http://Zacks.com
http://www


- ~~~ ~~~ 

SJI: SOUTH JERSEY IN - Full Company Report - Zacks.com Page 2 of 2 

Current Year EPS Consensus Estimate 

Esbmated Loq-Term EPS Growth Rate 

Next EPS Rqort Date 

P/ E 

Current FY Estimate 17 75 

Trallng 12 Months 19 22 

PEG Ratio 296 

Price Ratios 

Pnce/Book 2.28 

Pnce/Cash Flow 11 78 

Pnce / Sales 260 

Current Ratio 

0331 -1 3 0 74 

1231 -1 2 0 61 

0930-12 0.59 

Net Margin 

0331-13 11 70 

1231 -1 2 12 97 

0930-12 1461 

Inventory Turnover 

0331-13 9 93 

1231 -12 9 81 

600  60hysAgo  

08/06r2013 90 Days Ago 
__ 

EPS Growth 

-7 88% vs PreviousYear 

vs Previous Quarter 55 10% 
I -  

1 S u b  

1 50 

Sales Growth 

vs Prevlous Year 6 99% 

vs Prewws Quarter 29 40% 

ROE 

03-31-13 12.73 

ROA 

0331-13 3.67 

12-31-12 13.46 

09-30.12 1421 

Quick Ratio 

03-31-13 066 

12-31-12 0 52 

09-3012 0 47 

Pre-Tax Margin 

03-31-13 12 12 

1444 12-31-12 

09-30.12 16 58 

Debt-to-Equity 

--__ -__- 

I -- 

0 77 03-31-13 

12-31-12 0 82 
_ "  --_ 

1231-12 388 

0930-12 409 

Operating Margin 

0331 -1 3 13 35 

1231 -12 13 21 

0930-12 13 % 

Book Value 

I 

0331-13 24 53 

123112 - 23 56 

0930-12 22 54 
_I 

Debt t o  Capital 

0331-13 43 60 

1231-12 44 95 

0930-12 9 00 09-30.12 0.81 0930-12 44 87 

Zacks Research is Reported On: Zacks Investment Research 
is an A+ Rated BBB oo! Accredited Business. 

Po -:+. 20 i j  za;i(y i,:yey,rxe:: R.+.w*;ii 

At the center of everything we do is a strong mmrntment to indepenjent research and sharing I s  prditabie disoveries wth investors This dedcation to giwng investon a trading 
advantags led to the oeation of ourproven Zadts Rank stockrating system Since 1986 it hasnedy tripled the SBP 9 0  wth an average gain of +26% per year. These returns covera 
period from 1986-201 1 and wre examined andattested by Baker Tilly. an independentaccounting firm 

Vish performance for information a b u t  the performance numbers displayed a b v e  

NYSE a m  AMEX data is d least 20mirmtes delayed NASDAQ data isat least 15minutesdelayed 

.'. Y-.Y I 

http://www .zacks.com/stock/research/S JUcompany-reports 6/2 1 /20 1 3 



SWX: SOUTHWEST GAS - Full Company Report - Zacks.com Page I of 2 

Home Stacks 

GUC s 
Overview Quote 

Real Time Quotes 

Option Chain 

Options Greek Montage 

NEVS 

Zacks Commentary 

Company News 

EST ' lAl  La 

Detailed Estimates 

':i-':,.*T 

Comparative 

Interactive Chart 

Price and Consensus 

12 month EPS 

Price & EPS Surpnse 

Broker Recommendations 

Fundamental Charts 

RE!x:A%- 

Full Company Report 

lacks Equity Research 

Brokerage Digest Report 

Earnings Announcements 

Brokerage Reports 

Comparison to Industry 

Insiders 

Brokerage Recommendations 

Annual Report 

F I " \ A L I P S  

Financial Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

funds tarncnys Screening Finance Partfolio Educdtion V,d*l2 Srrviccs 

Southwest Gas Corp: (NYSE: SWX) 
$46.05 0.29 (0.63%f Volume 186,371 Jun 21 03.07 PM ET 

Full Company Report 

SOUTHWEST GAS CORP is pnncipally engaged in the business of purchasing, transporting. and distnbubng natural gas in 
portions of Anzona, Nevada, and California The Company also engaged in financial services actiwties. through PnMent Bank, 
Federal Savings Bank (PnMent or the Bank), a wholly owned subsidiary 

Get Full Company Report for 

~~~~~~~ ~ ~ F ~ ~ ~ ~ ~ l ~ ~  
SOUTHWEST GAS 
5241 SPRING MOUNTAIN RD PO BOX 98510 
LAS VEGAS, NV 891938510 
Phone: 7028767237 
Fax: 702-876-7037 
Web: http:l lw.swgas.com 
Email: NA 

UTILGAS-DISTR Industry 

Utilities Sector 

Fiscal Year End December 

- _lll 

" _ _ _  _I " _ _  

Last Reocrted Ouarter 03/31R013 

Next EPS Date 08/C6/?233 

Zacks Rank .A 
Yesterdays Close 45 76 

52-%ek High ~ I 
51 52 

52 Week Lav 39 01 

Beta 0 67 

_" 

- 

20 Dav Mowna A w m e  142.172.25 

49 00 
I "  

Target Pnce Consensus 

% Price Change 

_ _  11111 

, 1~ . 
4 Week 6 33 

3 58 12 Week 

YTD 11 67 
_ - 

4 Week 6 33 

3 58 12 Week 

YTD 11 67 
_ - % Price Change Relative to S&P 500 

" -  
4-Week 

12 Week 

-2 65 

4 74 Share Information 

Shares Outstanding (millions) 46 33 
_I " " ~  " I 

Market Capitaleation (milions) 2,12001 

Short Ratio 596 

Last Split Date NA 

YTD 0 77 

Dividend Information 

Divldend Yield 

Annual Divldend 

Payout Ratio 

ChanF in Payout Ratio 

- 

__ 

2 88% 

$1 32 

0 41 

-0 05 

I _I_ 

Last hvidend Pajoutl Amount 05/13/2013 / $0 33 

Current (l=Strmg Buy 5=StrongSell) 2 43 Current Quarter EPS Consensus Estimate 0 07 

http://www .zacks.com/stock/research/S WX/company-reports 6/21/2013 

http://Zacks.com
http:llw.swgas.com
http://www


SWX: SOUTHWEST GAS - Fdl  Company Report - Zacks.com Page 2 of 2 

Curent Year EPS Consensus Estimate 

Esbmated Lorn-Term EPS Grorvth Rate 530 60DaysAgo 

08/W2013 90 h y s  Ago 

2 S u b  , 

I 

Ned EPS Rmort Date 2 38 

EPS Growth 

vs PreviousYear -2 94% 

vs PreviousQua~er 37 50% 

Sales Growth 

vs Prewous Year 6 71% 

vs Prevlws Quarter 25 57% 

PIE 

Current FY Estimate 15 78 

Traillng 12 Months 1573 

PEG Ratio 3 01 

Price Ratios 

Pnce/Book 154 

ROE 

03-31-13 

ROA 

0331 -1 3 10.36 3.12 

Price/Cash F l w  6.39 12-31-12 10.68 1231-12 3.16 

Price I Sales 1.13 09-3012 10.82 0930.12 3 18 

Current Ratio 

0331-13 0 89 

1231 -1 2 0 86 

0930-1 2 0 75 

Quick Ratio 

03-31-13 0 89 

12-31-12 0 86 

0 75 09-3012 ____ 

Operating Margin 

03-31 I 3  7 M  

1231-12 7 13 

0930-12 __ 7 w  

Net Margin 

0331-13 

Pre-Tax Margin 

03-31-13 

Book Value 

0331-13 29 78 7 18 11 23 

6 92 1231-12 

0930-1 2 6 45 
___ l_l 

1078 12-31-12 

09-3012 9 99 
- I_ 

Debt-to-Equity 

1231-12 28 36 

0930-12 27 42 

Debt t o  Capital 

0331 -1 3 47 57 

1231-12 49 2-2 

0930-12 49 82 

Inventory Turnover 

0331-13 NA 

1231-12 NA 

0930-12 NA 

__ 0 91 03-31-13 

12-31-12 0 97 

09-3012 0 99 

_" 

Zacks Research is Reported On: Zacks investment Research 
IS a n  A+ Rated BBB es I Accredited Business. 

20p1",gi-:t 2c !J z>.& :,'YeSL,X*-$t Eesa>.iir 
At the center of weiything we do is a strong commitment to indepenlent research and shanng ns profitable dircovenes wRh investors This dedcation to giung investors a trading 
admntaF led to the creation of ourproven Zacks Rank stock-rating system Since 1986 it hasnealy tripled the S&P 3 0  wth an average gain of +26%peryear. These returns cover a 
period from 1986-201 1 and were examined andattested by Baker Tilly, an independentaccounting firm 

Vis11 perlorrnaiiu: for information a b u t  the pellorrnance numbers displayed a b v e  

NYSE ard AMEX data is Et least 20 minutes delayed. NASDAQ data is at least Idminutes delayed 

http://www.zacks.com/stock/research/S WXIcompany-reports 612 1 120 1 3 
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WGL: WGL HLDGS INC - Full Company Report - Zacks.com Page 1 of 3 

Home Stocks 

3 C J O  i is 
Overview Quote 
Real Time Quotes 

Option Chain 

Options Greek Montage 

NEVIS 

Zacks Commentary 

Company News 

@Iris 
Detailed Estimates 

Comparative 

Interactive Chart 

Price and Consensus 

12 month EPS 

Price & EPS Surpnse 

Broker Recommendations 

Fundamental Charts 

IILI-3.<(, 

Full Company Report 

Zacks Equity Research 

Brokerage Digest Report 

Earnings Announcements 

Brokerage Reports 

Comparison to Industry 
Insiders 

Brokerage Recommendations 

Annual Report 

Financial Overview 

Income Statements 

Balance Sheet 
Cash flow Statements 

Funds Earnings Scmaninc_l Finatice Portfolio Education Video Services 

Wgl Holdings Inc: (NYSE: WGL) 
$42.10 0.32 f0.77%) Volume 256,930 Jun 21 03.08 PM ET 

Full Company Report 

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, D C and 
adjoining areas in Maryland and Virginia A distnbution subsidiary serves portions of Virginia and West Virginia The Company 
has four wholly-owned active subsidianes that include Shenandoah Gas Company (Shenandoah) is engaged in the delivery and 
sale of natural gas at retail in the Shenandoah Valley, induding Wmchester. Middletown. Strasburg. Stephens City and New 
Market, Virginia, and Martinsburg, West Virginia 

ZACKS RANK 2aw3 

Get Full Company Report for 

WGL HLDGS INC 
101 CONSTITUTION AVE N.W. 
WASHINGTON, DC 20080 
Phone: 202624601 1 
Fax: 703750.4828 
Web: htlp://www.wglhoidings.com 
Email: robertdennis@washgas.com 

Indusry UTILGAS DlSTR 

Utilities Sedor 

Septerrber Fiscal Ye= End 
II 

Last Repated Quarter 03/31/2013 

Next EPS Date 08/09/2013 

Zacks Rank rk 

Yesterday's Close 41 78 

52 Wek High 46 22 

35 96 52 W e k  LON 

Beta 0 22 

20 Day Mowng Awrage 153.1 74 25 

1111 I_ 

Target Pnce Consensus 43 20 

% Price Change 

4 Week -5 35 

12 M13& 5.26 

YTD 9.36 

Share Information 

Shares Outstanding @illions) 51 70 

Market Capitaleation (milions) 2,160 15 

Short Ratio 6 00 

Last Salt Date 05/02/95 

- 

I I 

I I 

41 .:. . ... ... .. - . . . . . I .- . .. - 
;., 2.0 I % ,.., ., . -  ,. :., 

% Price Change Relative to SBP 500 

4 W e k  I -1 63 

-6 39 

YTD -2 89 

I_ 111 

I -" 12 n66& 

Dividend Information 

Divdend Yield 4 02% 

Annual Dividend $1.68 

PavoutRatio 0.56 

Chang3 in Payout Ratio - -0 06 

Last Dividend Payout/ Amount 04/08/2013 / 50 42 

http://www .zacks.com/stock/research/WGL/company-reports 612 1 120 1 3 
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mailto:robertdennis@washgas.com
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WGL: WGL HLDGS INC - Full Company Report - Zacks.com 

Current Quarter EPS Consensus Estimate 

Current Year EPS Consensus Estimate 

Esbmated Lorg-Term EPS Growth Rate 

Next EPS Report Date 

Sub 
3 14 

_ "  _ -  o5 

2 50 

5 30 

08/0W013 

Current - (l=Strmg _I Buy, ~" 5=StrongSell) 

30 Days Ago 

60 Days Ago 

90 Days Ago 

__ 

- 

~ ~ ~ ~ ~ ~ ~ ~ ~ A L  R ~ ~ I ~ S  
P/ E 

Current FY Estimate 16 72 

Trailng 12 Months 14 56 

PEG Ratio 3 18 

Price Ratios 

PnoeIBook 1 57 

Pnce/Ca?h Row 9 11 

Pnce / Sales 0 89 - - 

Current Ratio 

0331-13 1.14 

1231 -1 2 1 04 

0930-12 110 

Net Margin 

0331-13 6 50 

1231-12 6 00 

0930-12 5 82 

Inventory Turnover 

0331-13 7 19 

1231 -1 2 7 00 

0930-12 6 89 

3 14 

3 00 

3 00 

EPS Growth 

vs. Previousyear 10 76% 

Sales Growth 

vs. Previous Yea1 6 19% 

vs. PreviousQuarter 53.51% 

ROE 

03-31-13 11 37 

12-31-12 1084 

1095 09-3012 - ___ 

Quick Ratio 

03-31-13 0 90 

0 73 12-31-12 ____I 

09-3012 0 69 
_I 

Pre-Tax Margin 

03-31-13 1036 

12-31-12 

09-3012 

9 87 

9 67 

Debt-to-Equity 

03-31-13 0 40 

12-31-12 0 42 

0 46 09-3012 
I__ - 

vs Prewous Quarter 29 80% 

ROA 

0331-13 3 57 

1231 -1 2 3 39 

0930-12 3 42 

Operating Margin 

0331 -1 3 6 10 

123112 585 

0930-12 573 
-" 

Book Value 

0331 -1 3 26 59 

1231 -12 25 24 

0930-12 24 62 

Debt to Capital 

0331-13 28 35 

1231-12 29 38 

0930-12 3' 23 
111111 

Zacks Investment Research 
IS an A+ Rated BBB 

Zacks Research is Reported On. 

Y&HOO! A C  Fox Accredited Business. 

Cgwyiigiit 2c:j &:As :!?<ss:-?i?t 2F;sarzi: 

At the center of everything we do is a strong COmmtment to indepenient research and sharing I s  prditable disovenes wRh Inyestom. This dedcation to giwng investors a trading 
advanta9 led to the creation of our proven Zadts Rank stock-rating system. Since 1986 it hasnealy tripled the S&P 3 0  mth an avenge gain of +26%peryear. These returns coyer a 
period from 1986201 1 and were examined andattested by Baker Tilly. an independentaccounting firm 

Visn peiforrnalice for nformation about the performance numbers displayed above 

http://www.zacks.com/stock/research/WGL/company-reports 6/2 1/20 1 3 
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J U N E  14, 2 0 1 3  V 4 I . U E  L I N E  S E 1 , E C T I O N  Kr O P I N I O N  P A G E  9 1 3  

Selected Yields 

3 Months Year 
Recent Ago Ago Recent 

(6/05/13) (3/06/13) (6/06/12) (6/05/13) 

TAXABLE 
Market Rates Mortgage-Backed Securities 

Fcderal Funds 0.00-0.25 0.00-0.25 0.00-0.3 FHLMC 5.5% (Cold) 2.68 
Discount Rate 0.75 0.75 0.75 C N M A  5.5% 2.31 

Prime Rate 
30-day CP (Al /Pl)  
3-month LIBOR 
Bank CDs 
6- non nth 
1 -year 
5-year 
US. Treasury Securities 
3-month 
6-month 
1 -year 
3-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
3 0-year Zero 

3.25 3.25 
0.1 7 0.20 
0.27 0.28 

0.08 0.10 
0.1 0 0.1 3 
0.64 0.70 

0.03 0.09 
0.07 0.1 1 
0.1 3 0.1 5 
1.02 0.81 
2.08 1.95 

-0.1 0 -0.64 
3.24 3.16 
3.49 3.42 

3.25 
0.30 
0.47 

0.21 
0.32 
1.11 

0.08 
0.1 3 
0.1 7 
0.73 
1.66 

-0.52 
2.74 
2.95 

Treasury Security Yield Curve 
6.00% - 

f 5.00% 

4.00% 

i 3.00% 

2.00% 7 

1 .OO% 

0.00% 
3 
hlos. 

-Current 

- Year-Ago ' I  I -Year-Ago 1 
1 

5 10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX- EX EM PT 
Bond Buyer Indexes 
20-Bond lndcx (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Ada 
1 -year A 
5 -year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revenw Bonds (Revs) (25f3O-Y~) 
Education AA 
Electric AA 
Housing AA 
Hospital AA  
Toll Road Aaa 

Source: Bloomberg Finunce L.P 

Federal Reserve Data 

2.27 
2.1 3 

3.27 
4.26 
4.19 
4.60 

2.05 
1.51 
0.85 
2.01 

3 . 5 -5 
5.Oh 
5.53 

3.84 
4.39 

0.1 6 
0.88 
1.01 
1.94 
2.21 
3.21 
3.36 
5.11 

4.38 
4.53 
4.07 
4.62 
4.36 

1.77 
2.25 
1.88 
2.1 2 

3.03 
4.08 
4.07 
4.42 

1.85 
1.46 
0.65 
1.96 

-1.40 
5.93 
5.33 

3.74 
4.29 

0.19 
0.78 
0.80 
1.78 
2.01 
2.89 
3.13 
4.82 

4.21 
4.34 
4.64 
4.45 
4.37 

3Months Year 

(3/06/13) (6/06/12) 
4 0  Ago 

1.37 
2.1 6 
1.97 
2.29 

3.40 
4.05 
3.98 
4.38 

1.81 
1.34 
0.85 
1.66 

5.30 
6.52 
5.53 

3.77 
4.73 

0.21 
0.93 
0.78 
1.74 
1.95 
2.98 
3.47 
4.81 

4.32 
4.63 
4.69 
4.54 
4.38 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

__ 
BANK RESERVES 

(Two- Week Period; in Millions, Not Seasonally Adjusted) 
Recent Levels Average Levels Over the Last ... 

5/29/13 5 / 1 W  3 Change 12 Wks. 26 Wks. 52 Wks. 
1897054 182331 8 73736 1762549 1632938 1544745 

410 422 -1 2 403 547 1866 
1896644 1822896 73748 1762146 1632390 1542879 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
5/20/l3 5/13/13 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2533.8 2540.0 -6.2 a.o~yo 10.1% 12.0% 
M2 (M1 tsavings+small time deposits) 10541.5 10553.4 -1 1.9 4.6% 5.2% 6.7% 

Source: United Staks Fedeiul Reserve Baiik 
.- ~. . - . - 

6 201 3 Va1.e L r e  PJO csn ng --C. All I g r i j  resemec Fa:'Jai ma:er al s cota neo f r o r  sourzs Dei e.eo :o oe ,el a ~ l c  a n j  s c'ov dea w tno.! narmni es o' any L na. THE ?LEdShER 
S hOT RESPOhSlELE FOR A\Y  E W O R S  OR OMlSSlOhS hERElh. Tn 8 p.0 ica 'm i stnc'l) 131 SJX' Zets ).>r roncsrnmerc,al m'ernil J S ~ .  Ftc par: 01 $1 mzy ce raprcd,ccJ 
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Treasury Security Yield Curve 

Selected Yields 

TAX- EX E M  PT 
Bond Buyer Indexes 

3Months Year 3Months Year 
Recent Ago Ago Recent Ago Ago 

(5/29/13) (2/27/13) (5/30/12) (5/29/13) (2/27/13) (5/30/12) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (Al /Pl)  0.1 6 

Bank CDs 
3-month LIBOR 0.28 

6- non nth 0.08 
1 -year 0.1 0 
5-year 0.64 
U.S. Treasury Securities 
3-month 0.03 
6-month 0.07 

5-year 1.04 
1 0-year 2.14 
1 0-year finflatioii-protected) -0.1 4 
30-year 3.28 
30-year Zero 3.51 

1 -year 0.1 3 

0.75 0.75 
0.00-0.25 0.00-0.25 

3.25 3.25 
0.21 0.31 
0.29 0.47 

0.1 0 0.21 
0.1 3 0.33 
0.70 1.12 

0.1 0 0.07 
0.13 0.1 3 
0.1 5 0.1 7 
0.76 0.69 
1 .aa 1.62 

-0.63 -0.48 
3.08 2.71 
3.37 2.93 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC .5.?0/0 (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25130-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBR 
Financial Adjustable A 

6.00% 

5.0 0% 

4.00% 

! 
3.00% 4 

1 .OO% 

7 

2.25 
2.57 
2.1 9 
2.1 2 

3.27 
4.28 
4.1 9 
4.51 

2.07 
1.53 
0.93 
2.00 

5.74 
6.34 
5.33 

20-Bond'lndex (COS) 3.70 
4.30 25-Bond Index (Revs) 

General Obligation Bonds (COS) 

1 -year A 0.82 
1 -year Aaa 0.1 7 

5-year Aaa 0.91 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 

1.84 
2.1 1 
3.1 1 

5.03 
3.28 

Mus. Years 

I Toll Road Aaa 4.51 

Source: Blooinberg Finance LJ? 

4.29 
4.46 
4.78 
4.55 

Federal Reserve Data 

1.59 
2.22 

2.23 

2.99 
4.03 
4.03 
4.40 

1.87 
1.45 
0.67 
1.96 

5.37 
5.92 
5.33 

1 .a3 

3.74 
4.30 

0.1 6 
0.74 

1.79 
2.04 
2.90 
3.13 

0.87 

4.83 

4.21 
4.34 
4.64 
4.47 
4.37 

1.32 
2.1 5 
1.97 
2.32 

3.28 
3.98 
3.91 
4.39 

1 .a0 
1.27 
0.85 
1.65 

5.32 
6.51 
5.53 

3.81 
4.76 

0.21 
0.92 
0.80 
1.74 
2.00 
3.03 
3.51 
4.83 

4.35 
4.66 
4.72 
4.56 
4.42 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the last ... 
5/15/13 5/1/13 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1 a2331 7 1751 983 71 334 1722318 1600204 1528214 
Borrowed Reserves 42 2 407 15 412 599 2090 
Net FreeJBorrowed Reserves 1822895 1751 576 71 31 9 1721 907 1599605 15261 24 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann'l Growth Rates Over the last.,. 
5/13/13 5/6/13 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2540.1 2540.3 -0.2 8.6Y" 10.2% 12.4% 
M2 (M1 +savings+small time deposits) 10553.4 10540.7 12.7 4.1 Yo 5.2% 7.0% 

Source: United States Fedeml Reserve Bunk 
._ 

2013 Va1.e L ne PLOi shcng L.C. All I gnls resenw. Famal  mater ai s ocla r e d  lrom sources oeltwec 10 ce 'el aolc a n i  s V ~ V  aea w'no.1 warrarl es of an/ L nd TdE P L B U S h c i  
S hOT RESPONSIBLE FOR AhY EiiRORS OR ONlSSlOhS nERElh. Tn 8 ~ L O I  cal on (8 slnc'l, lor s.oscrIx<s 3hn n:n-co"me':: al l'ernal Lse. No pari 01 I! m y  be reDrco,ceg 

res4c.  SIOIPO or iransm I!% IO a r /  pin!e3 eI?:!w 2 or otner t o r r  01 Lsea lor gene'aing qr r rar r t l .ng any :r r'eo cr elertror c PJDI :ai on. s e i r  ce cr prodLC1 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/22/13) (2/20/13) (5/23/12) 

3Months Year 
Recent Ago Ago 

(5/22/13) (2/20/13) (5/23/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.19 
federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC J.5Yo (Cold) 2.36 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al /Pl)  0.1 7 0.20 0.3 1 
3-month LlBOR 0.27 0.29 0.47 
Bank CDs 
6-month 0.09 0.10 0.21 
1 -year 0.11 0.1 3 0.33 
5-year 0.64 0.70 1.12 
U.S. Treasury Securities 
3-month 0.03 0.12 0.08 
6-month 0.07 0.13 0.14 
1 -year 0.10 0.1 5 0.19 
5-year 0.89 0.84 0.73 
10-year 2.02 1.99 1.74 
1 0-year (inflation-protected) -0.26 -0.68 -0.45 
30-year 3.19 3.18 2.82 
30-year Zero 3.47 3.47 3.03 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00 % 

3.00% 

2.00% 

1 .OO% 

0.00% 

Mus. Years 

i I 

- Year-Ago 

10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
lndustrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25130-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-ycar Aaa 
5-year A 
1 0-year Aaa 
1 @-year A 
25130-year Aaa 
25130-year A 
Revenue &onds (Revs) (25/3@Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finuncc L.P 

Federal Reserve Data 

1.99 
2.1 2 

3.04 
4.20 
4.1 2 
4.52 

1.97 
1.43 
0.89 
1 .90 

5.59 
6.22 
5.52 

3.61 
4.25 

0.1 6 
0.81 
0.86 
1.79 
2.05 
3.05 
3.24 
4.99 

4.28 
4.42 
4.74 
4.36 
4.41 

1.60 
2.32 
2.01 
2.23 

3.08 
4.1 2 
4.1 2 
4.45 

2.02 
1.65 
0.75 
2.1 9 

-5.51 
5.91 
5.52 

3.72 
4.30 

0.19 
0.79 
0.85 
1.85 
2.00 
2.93 
3.15 
4.86 

4.22 
4.35 
4.65 
4.47 
4.37 

1.14 
2.19 
1.99 
2.32 

3.39 
4.03 
3.98 
4.50 

1.88 
1.38 
0.87 
1.77 

5.32 
6.50 
5.52 

3.75 
4.75 

0.21 
0.91 
0.80 
1.75 
1.97 
3.03 
3.51 
4.83 

4.35 
4.65 
4.75 
4.56 
4.42 

Excess Reserves 
Borrowed Reserves 
Net FreeiBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the Last ... 
511 5/13 5/1/13 Change 12 Wks. 26 Wks. 52 Wks. 
182331 9 1751 984 71 335 172231 9 1600204 152821 4 

422 407 15 41 2 599 2090 
1822897 1751 577 71 320 1 721 907 1599605 1.5261 24 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the last ... 
5/6/13 412911 3 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2540.2 2523.1 17.1 9.8% 9.5% 12.7% 
M2 (M1 +savings+small t ime deposits) 10540.2 10535.0 5.2 4.2% 4.4% 6.9'/0 

Source: United Srutes Federul Reserve Bunk 
- . - _ _ ~ _ _  _ _  

02013 Value LrePdolishtn~ LLC.Allr5nlsresensa FactLalrnateral s.~otanedlromso~rcesoei~leofoberelaolearid s p ~ ~ o e a  11no~: hanantesJlany6rd.ThE PUBLlShER 
IS hOT RESPOhSlGLE FOR A\ I ERaORS CR OM13SIOhS rEREih. Tn s pLoIica:.on s s'ric!iy!or s.Os:rioers 3.w rgr-:Jmmeri al inleirla, use. h3 par1 01 -tray be repm.ci!J, 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/15/13) (2/13/13) (5/1 6/12) 

3Months Year 
Recent 4 0  Ago 

(5/15/13) (2/13/13) (5/16/12) 

TAXABLE 
Market Rates 

Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (AlIP1) 0.1 9 
3-month LIBOR 0.27 
Bank CDs 
6-month 0.09 
1 -year 0.11 

3-month 0.03 
6-month 0.07 
1 -year 0:10 
5-year 0.80 
1 0-year 1.90 
10-year [inflation-protected) -0.40 
30-year 3.12 
30-year Zero 3.41 

3-year 0.64 
U.S. Treasury Securities 

0.75 
0.00-0.25 

3.25 
0.21 
0.29 

0.10 
0.1 3 
0.70 

0.09 
0.1 2 
0.1 5 
0.89 
2.04 

-0.68 
3.22 
3.48 

Treasury Security Yield Curve 

~ 

6.0 0% 

5.00% 

4.00% 

3.0 0 % 

2.00% 

1 .OO% 

0.00% - -  
3 6  

Mortgage-Backed Securities 
0.75 GNMA 5.5% 

0.00-0.25 FHLMC 5.5% (Gold) 
3.25 FNMA 5.3% 
0.3 1 FNMA ARM 
0.47 Corporate Bonds 

Financial (1 0-year) A 
0.22 Industrial (25130-year) A 
0.33 Utility (25/30-year) A 
1.12 Utility (25/30-year) BadBBB 

0.09 Canada 
0.14 Germany 
0.1 8 Japan 
0.74 United Kingdom 
1.76 Preferred Stocks 

-0.38 Utility A 
2.90 Financial BBB 
3.1 3 Financial Adjustable A 

Foreign Bonds (10-Year) 

I TAX-EXEMPT Bond Buyer Indexes 

2.08 
2.22 
1.87 
2.12 

2.96 
4.1 3 
4.07 
4.42 

1.92 
1.38 
0.86 
1.92 

-5.47 
6.22 
5.51 

I /  I -+ 
-Current 

- Year-Ago 
J 

5 10 30 
Moa Yeus  

20-Bond Index (COS) 3.67 
25-Bond Index (Revs) 4.22 
General Obligation Bonds (COS) 

1 -year A 0.82 
5-vear Aaa 0.85 

1 -year Aaa 0.1 7 

5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25DO-year A 
Revenue Bonds (Rem) (25/3&Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Blootnberg Finance L. P 

1.78 
1.99 
2.99 
3.19 
4.94 

4.24 
4.37 
4.69 
4.54 
4.39 

Federal Reserve Data 

1.85 
2.1 6 
1.90 
2.23 

3.23 
4.1 8 
4.1 5 
4 3 0  

2.04 
1.67 
0.75 
2.21 

5.50 
5.92 
5.51 

3.68 
4.29 

0.20 
0.78 
0.83 
1.83 
1 .Y9 
2.90 
3.12 
4.83 

4.21 
4.31 
4.68 
4.43 
4.36 

1.13 
2.09 
1.87 
2.32 

3.36 
4.05 
4.00 
4.48 

1.92 
1.47 
0.83 
1.88 

5.31 
6.69 
5.52 

3.71 
4.73 

0.21 
0.95 
0.78 
1.78 
1.92 
3.06 
3.50 
4.95 

4.30 
4.60 
4.70 
4.56 
4.42 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
51111 3 4/17/13 Change 12 Wks. 26 Wks. 52 Wks. 

1 7.51 987 1793542 -41 555 1687300 1571 604 1514671 
407 397 10 428 666 2320 

1 751 580 17931 45 -41 565 1686872 1570938 1512351 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
4/29/13 4/22/13 Change 3 Mos. 6 Mos. 12 Mos. 
2523.1 2508.5 14.6 10.1Y" 8.4% 12.0% 

M2 (M1 +savings+small time deposits) 10535.0 10501.4 33.6 4.4% 4.8% 6.9% 
MI (Currency+demand deposits) 

Source: Utrited Stale.7 Fedeial Reserve Rank 

resola, sloiea of fransw Ilea 1 an/ o m e 3  Plectfcn c of oiner lor- or dsed lor gereratiig or m z k e t i q  an) p i  nied or ele3ror c puol cat or. w v c e  or pfooLcl. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

6/08/13} (2/06/13) 6/09/12) 

3Months Year 

Ago Recent Ago 
(5/08/13) (2/06/13) (5/09/12) 

TAXABLE 
Market Rates 
Discount Kate 0.75 

Prime Rate 3.25 

3-month LIBOR 0.28 
Bank CDs 

Federal Funds 0.00-0.25 

30-day CP (Al /Pl)  0.1 9 

6-inonth 0.09 
1 -year 0.1 1 
5-year 0.64 
U.S. Treasury Securities 
3-month 0.04 
6-month 0.07 

5-year 0.73 
1 0-year 1.79 
1 0-year (inflation-r)rotected) -0.52 
30-year 2.96 
30-year Zero 3.25 

1 -year 0.1 0 

0.75 
0.00-0.25 

3.25 
0.21 
0.29 

0.10 
0.1 3 
0.70 

0.07 
0.1 1 
0.1 5 
0.85 
1.98 

-0.72 
3.1 8 
3.42 

0.7.5 
0.00-0.25 

3.25 
0.32 
0.47 

0.22 
0.33 
1.13 

0.09 
0.14 
0.1 7 
0.76 
1.82 

-0.34 
3 .03 
3.27 

I I Treasury Security Yield Curve 

Mus. Years 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA .i.5o/o 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25130-year) A 
Utility (25130-year) A 
Utility (2.5130-year) BaafBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
?()-Bond Index (COS) 
25-Bond index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Rev- Bods  (Revs) (25/3f%Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Blootnberg Finunce L.P 

Federal Reserve Data 

2.04 1.83 1 .09 
2.1 3 2.06 2.08 
1.86 1 .83 1.86 
2.1 2 2.23 2.39 

2.83 3.1 8 3.34 
3.96 4.1 4 4.14 
3.94 4.09 4.07 
4.29 4.45 4.54 

1.81 2.00 1.98 
1.27 1.63 1.52 
0.60 0.78 0.85 
1.77 2.1 0 1 .oo 

5.46 5.48 5.31 
6.20 3.90 6.1 8 
5.51 5.51 5.51 

3.77 3.67 3.81 
4.1 9 4.29 4.77 

0.1 6 
0.79 
0.81 
1.73 
1.93 
2.92 
3.12 
4.86 

0.22 
0.82 
0.85 
1.85 
2.02 
2.92 
3.14 
4.85 

0.1 8 
0.98 
0.83 
1.84 
1.96 
3.1 1 
3.56 
5.03 

4.21 4.22 4.28 
4.34 4.33 4.60 
4.67 4.68 4.77 
4.48 4.45 4.58 
4.35 4.39 4.42 

3ANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
51111 3 411 711 3 Change 

Excess Reserves 1751 987 1793542 -41555 
Borrowed Reserves 407 397 10 
Net FreelBorrowed Reserves 1711580 1793145 -41565 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
412211 3 411 511 3 Change 

M1 (Currency+dernand deposits) 2508.5 2486.9 21.6 
M2 (M1 +savings+small time deposits) 1 OS01 .O 10550.6 -49.6 

Source: United Stuta Fedem1 Reserve Bulk 

Average Levels Over the Last ... 
12 Wks. 26 Wks. 52 Wks. 
1687300 1571 604 151 4671 

428 666 2320 
1686872 1570938 1512351 

Ann’l Growth Rates Over the Last ... 
3 Mos. 6 Mos. 12 Mos. 
9.5% 8.7% 11.6% 
3.4% 5.2% 7.0% 

. 
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4.00% - 

3.00% - 

2.00% - 

1 .OO% - 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/01/13) (1/30/13) (5/02/12) 

3Months Year 
Recent Ago 4 0  

15/01/13) (1/30/13) (5/02/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Kate 0.75 0.75 0.75 CNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.2.5 FHLMC 5.5% (Cold) 

FNMA 5.5% Prime Rate 
30-day CP (AlIP1) 
3-month LlBOK 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year ( inf lat ion-prot t )  
30-year 
30-year Zero 

3.25 3.25 3.25 
0.19 0.22 0.31 
0.27 0.30 0.47 

0.09 0.10 0.22 
0.1 1 0.1 3 0.33 
0.64 0.70 1.13 

0.05 0.06 0.08 
0.08 0.1 1 0.14 
0.1 1 0.1 3 0.1 8 
0.66 0.86 0.82 
1.63 1.97 1.93 

-0.67 -0.68 -0.35 
2.86 3.1 6 3.1 2 
3.08 3.43 3.36 

Treasury Security Yield Curve 

0.00% Lc2 
3 6  
Mas. Years 

5 10 30 

FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEIMPT 
Bond Buyer Indexes 
20-Bond Index (GO4 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/10-year Aaa 
25130-yedr A 
Revenw Bonds (Revs) (2513O-Ymr) 
Educdtion AA 
Electric AA 
Housing AA 
Hospitdl AA 
Toll Road Aaa 

Source Bloomberg Fznunce L P 

Federal Reserve Data 

1.99 
2.1 9 
1.85 
2.12 

2.70 
3.80 
3.78 
4.1 5 

1.68 
1.20 
0.59 
1.65 

-5.53 
6.20 
5.50 

3.90 
4.29 

0.1 6 
0.77 
0.78 
1.71 
1.91 
2.9 1 
3.10 
4.85 

4.20 
4.33 
4.63 
4.45 
4.31 

1.86 
2.1 2 
1.91 
2.1 6 

3.22 
4.1 2 
4.1 0 
4.45 

2.00 
1.71 
0.77 
2.1 1 

-5.40 
5.89 
5.50 

3.54 
4.24 

0.21 
0.79 
0.81 
1.80 
1.95 
2.87 
3.1 1 
4.81 

4.21 
4.32 
4.62 
4.42 
4.38 

1.10 
2.07 
1.87 
2.32 

3.43 
4.22 
4.1 5 
4.63 

2.02 
1 .6l 
0.89 
2.05 

5.42 
6.1 9 
5.50 

3.86 
4.78 

0.20 
1.03 
0.86 
1.87 
2.02 
3.1 7 
3.62 
5.08 

4.38 
4.69 
4.86 
4.60 
4.44 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last ... 
411 711 3 4 1311 3 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1793541 1726553 66988 1654429 15481 56 1505709 
Borrowed Reserves 397 391 6 45 1 746 2565 
Net Free/Borrowed Reserves 17931 44 1 7261 62 66982 1653978 154741 0 1 5031 44 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann’l Growth Rates Over the last ... 
411 511 3 41a1i 3 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2481 .0 2457.9 23.1 6.4% 7.7% 10.8% 
M2 (M1 +savings+small time deposits) 10536.3 10491.9 44.4 3.0% 6.3% 7.2% 

Source: United States Fedem1 Reserve Bunk 
____. 
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Selected Yields 

3 Months Year 
Recent Ago Ago 

14/24/13) (1/23/13) (4/25/12) 

3 Months Year 
Recent *go Ago 

(4/24/13) 11/23/13) 14/25/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.06 
federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.24 
Prime Rate 
30-day CP (Al /Pl)  
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
10-year (inflation-protecttd) 
30-year 
30-year Zero 

3.25 3.25 
0.20 0.23 
0.28 0.30 

0.09 0.10 
0.11 0.1 3 
0.64 0.70 

0.05 0.07 
0.08 0.10 
0.1 1 0.1 3 
0.72 0.74 
1.72 1.81 

-0.68 -0.75 
2.91 3.01 
3.1 5 3.26 

3.25 
0.36 
0.47 

0.22 
0.33 
1.13 

0.09 
0.1 4 
0.1 7 
0.84 
1.98 

-0.28 
3.1 5 
3.39 

Treasury Security Yield Curve 

1- 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% e 
3 
Mva. 'ears 

- Year-Ago 

10 30 

FNMA .i..5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility [25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
R w m  Bonds (Revs) (25130-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Soutce: Blooinberg Finunce L.R 

Federal Reserve Data 

1.90 
2.1 5 

2.78 
3.88 
3.85 
4.1 8 

1.72 
1.24 
0.39 
1.69 

5.41 
6.1 9 
5.50 

3.89 
4.28 

0.1 8 
0.77 
0.78 
1.71 
1.92 
2.92 
3.13 
4.87 

4.22 
4.35 
4.65 
4.49 
4.36 

1.80 
2.06 
1.76 
2.16 

3.07 
3.97 
3.94 
4.32 

1.88 
1.54 
0.74 
1.99 

5.40 
5.88 
5.50 

3.53 
4.22 

0.1 7 
0.75 
0.78 
1.73 
1.88 
2.82 
3.09 
4.77 

4.22 
4.32 
4.62 
4.41 
4.35 

1.12 
2.1 0 
1.89 
2.36 

3.52 
4.27 
4.1 7 
4.65 

2.1 1 
1.74 
0.92 
2.14 

5.67 
6.1 4 
5.50 

3.90 
4.81 

0.1 8 
1.02 
0.87 
1.86 
2.02 
3.1 7 
3.63 
5.08 

4.40 
4.64 
4.82 
4.60 
4.44 

Excess Keserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
411 711 3 41311 3 Change 
1793540 1726553 66987 

397 391 6 
1793143 17261 62 66981 

MONEY SUPPLY 
{One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
41811 3 41111 3 Change 

MI (Currency+demand deposits) 2457.7 2452.8 4.8 
M2 (M1 +savings+small time deposits) 10491 .O 1051 7.3 -26.3 

Source: United States Fedeml Reserve Brmk 

Average Levels Over the last ... 
12 Wks. 26 Wks. 52 Wks. 
1654429 15481 56 1505709 

451 746 2565 
165.3978 154741 0 1 SO31 44 

Ann'l Growth Rates Over the last ... 
3 Mos. 6 Mos. 12 Mos. 

3.8% 7.1% 10.3% 
0.2% 5.6% 6.9% 
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Selected Yields 

3 Months Year 
Recent Ago Ago 

(4/17/13) (1/14/13) (4/18/12) 

3Months Year 
Recent Ago Ago 

(4/17/13) (1/16/13) (4/78/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.14 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 3.5% (Cold) 2.23 
Prime Rate 
30-day CP (Al /Pl)  
3-month LIBOR 
Bank CDs 
6-tnonth 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.20 
0.28 

0.09 
0.1 1 
0.64 

0.05 
0.09 
0.1 1 
0.70 
1.71 

-0.67 
2.90 
3.1 3 

3.25 
0.23 
0.30 

0.10 
0.1 3 
0.70 

0.07 
0.1 0 
0.14 
0.76 
1.85 

-0.73 
3.05 
3.25 

3.25 
0.32 
0.47 

0.22 
0.33 
1.14 

0.07 
0.1 2 
0.1 6 
0.84 
1.98 

-0.29 
3.13 
3.36 

i 
6.00% 

5.00% 

4.00% 

I 3.00% 

2.00% 

1 .OO% 

Treasury Security Yield Curve 

0.00% 
3 6 1 2 3 5  10 
hlos. Yrars 

30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25/30-year) A 
Utility (25/30-yearj A 
Uti I ity (25/30-year) BadB B B 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revmue Bonds (Rew) (25/3@Yw) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L.t! 

1.93 
2.1 5 

2.79 
3.86 
3.84 
4.1 9 

1.71 
1.23 
0.60 
1.68 

5.38 
6.1 8 
5.49 

3.93 
4.30 

0.1 7 
0.76 
0.80 
1.74 
1.95 
2.94 
3.13 
4.88 

4.24 
4.37 
4.67 
4.47 
4.39 

Federal Reserve Data 

1.77 
1.98 
1.75 
2.23 

3.05 
3.96 
3.96 
4.31 

1.89 
1.57 
0.76 
2.00 

5.48 
5.91 
5.49 

3.60 
4.26 

0.1 9 
0.75 
0.80 
1.76 
1.89 
2.84 
3.1 1 
4.79 

4.22 
4.32 
4.63 
4.43 
4.35 

1.08 
2.1 4 
1.94 
2.36 

3.48 
4.21 
4.1 5 
4.62 

2.04 
1.72 
0.94 
2.1 3 

5.34 
6.44 
5.49 

3.97 
4.85 

0.21 
1.01 
0.93 
1.91 
2.1 1 
3.23 
3.66 
5.1 0 

4.45 
4.67 
4.87 
4.60 
4.44 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels 
41311 3 3/2O/l3 Change 

1726553 1697294 29259 
391 392 -1 

17261 62 1696902 29260 

Average levels Over the last ... 
12 Wks. 26 Wks. 52 Wks. 
1607277 151 7991 1494429 

479 836 281 2 
1606799 1517155 1491617 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann'l Growth Rates Over the last.,. 
4/1/13 3/25/13 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2453.0 2443.5 9.3 2.2% 7.1% 10.3% 
Ev12 (MI +savings+small time deposits) 1051 8.2 10450.4 67.8 1 .6% 5.9% 7.1'6 

Source Giiifed SIUIC>S Federul Reserve Runk 
-~ - . _ _ _ _ ~  

S: 2013 Value une PLdisn ng LLC. Al r ghs reserved. Fact.al mate' a, s wiainea lrom soLrCes bel ma lo oe fel aole and j pror ded 'A11roJ .wan1 es 31 ary I( 
IS hOT RESPONSIBLE FOR AhV EilRORS OR OYlSSlOhS hERClh. Tn s p o l i c a l  on s sfnt' y lor s.bscrioer's 0.w ro rzcmmeca l  i v rna .  &e. ho par! 31 
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